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EXECUTIVE SUMMARY

SECTION | - EXECUTIVE SUMMARY

The Commission on Planning, Programming, Budgeting, and Execution
(PPBE) Reform has found through its research and interviews that while
the current PPBE system has its strengths, significant improvements
can be made. Based upon a range of research which has occurred over
the past year, the Commission is publishing this Interim Report
specifically seeking feedback on potential recommendations under
consideration that require additional stakeholder feedback and
assessment to inform the Commission’s Final Report and identifying
actions where implementation could begin as soon as feasible.

These potential recommendations and actions are designed to improve:
 PPBE-related relationships between the Department of Defense (DoD)
and Congress;

* PPBE processes to enable innovation and adaptability;

* Alignment of budgets to strategy;

* PPBE business systems and data analytics; and

» Capability of the DoD PPBE programming and budgeting workforce

Section 1004 of the National Defense Authorization Act (NDAA) for Fiscal Year
(FY) 2022 created an independent “Commission on PPBE Reform” and directed
the Commission to assess all four phases of the PPBE process and make
recommendations for improvements with findings in an Interim and Final
Report. To fulfill this directive, the Commission and its staff have completed
more than 560 interviews to date gaining insight from experts in the PPBE
process and related fields that include current and former personnel from
Congress, the DoD, industry, academia, and research organizations. The
Commission has also benefited from research performed both by its own staff
and several outside research organizations. Finally, the Commission has held
29 formal meetings and has heavily relied on the knowledge and experience of
its 14 Commissioners and the Commission staff.

Based upon the research and analysis conducted to date, the Commission has
concluded that the PPBE process can be improved in ways that better
accomplish the five broad goals articulated above. This Executive Summary
describes potential recommendations on which the Commission seeks
additional stakeholder feedback and key actions that can be implemented now
(see Summary Tables below for a list). The text of the Interim Report articulates
additional potential recommendations and actions for implementation which
can be found in summary in Section IX.
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SECTION |

SUMMARY TABLES

These Tables Identify Only the KEY Potential
Recommendations and KEY Actions That Can Be Implemented

Now. Others Appear in the Main Text in Chapter Nine.

The Commission identified several key areas in which major reforms could
dramatically improve the effectiveness and efficiency of the PPBE process.
For each of these areas, the Commission identified a range of potential
changes and requests congressional and DoD stakeholder input before
making recommendations in its Final Report.

Potential Recommendations Requiring Congressional
and DoD Stakeholder Feedback

Color of Money and Budget Structure

Year of Execution Agility

Availability of Appropriations

Strengthening the Defense Planning Guidance (DPG) with
Analytics for Big Decisions

The Commission also identified a series of actions that would improve the
PPBE process and could begin implementation in the near future.

Actions That Can Be Implemented Now

DoD Mid-Year Update Briefing to Congress
Systematic Review and Consolidation of Budget Line Items (BLI)
Accelerate Office of the Under Secretary of Defense Comptroller

(OUSD(C)) and Cost Assessment and Program Evaluation
(CAPE) Information Technology (IT) System Consolidations
Establish Classified and Unclassified Enclaves for DoD-
Congressional Information Sharing

Improve Recruiting and Retention of PPBE Personnel
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EXECUTIVE SUMMARY

Improve PPBE-Related Relationships Between DoD and Congress
The Commission recognizes that the DoD and Congress have worked together
successfully to meet United States (U.S.) national security needs. The
Commission also recognizes that some PPBE-related issues that divide the DoD
and Congress result from the U.S. system of government with separate
executive and legislative branches as well as disagreements between political
parties and members. Those issues fall outside the charter of this Commission;
however, Congressional and DoD stakeholders expressed other concerns
which, if addressed, could help improve relationships and make the PPBE
process more effective in providing timely responses and capabilities to meet
warfighter needs while supporting congressional oversight responsibilities.

Mid-Year Update Briefing. The Department transmits a vast quantity of
detailed budgetary information along with the President’s Budget (PB).
However, the Department’s subsequent transmission of information is episodic,
sometimes late, and not always consistent with other information provided by
DoD personnel. As one of its key actions that can be implemented now, the
Commission urges that DoD provide an annual mid-year update briefing
covering budget execution and identifying new developments that impact
the budget proposal currently before Congress. The update briefing should
be led by the Under Secretary of Defense Comptroller (USD(C)) and Service
representatives. The budget proposal portion of this briefing would provide all
the congressional defense, intelligence, and military construction committees
with the same information about new events and program status changes that
would affect their review of the budget, perhaps including innovation
opportunities, but would be designed to not constitute a formal budget
amendment.

Improve PPBE Processes to Promote Innovation and Adaptability
Year of execution agility. Flexibility to adjust to emergent needs and
warfighter requirements during the year of execution is critical in the DoD,
especially for high-tech programs whose technology can change and evolve
quickly in the more than two years often required to complete the PPBE
process and congressional review. The Commission frequently heard Program
Managers (PM) say they did not have the needed agility in the year of
execution to ingest new technology and innovation or pivot effectively to an
unplanned requirement without disrupting already spoken for resources. In
response, the Commission is considering several alternatives to modify
reprogramming authorities and policies, such as authorizing below-threshold
reprogrammings (BTR) at the account level and speeding up new start
approvals. The Commission seeks further input from appropriate
Congressional and DoD stakeholders on this potential recommendation.
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Availability of appropriations. The DoD also faces significant challenges with
the availability of its appropriations. For example, operation and maintenance
(O&M) and military personnel (MILPERS) funding typically must be obligated in
the year for which they are appropriated. This policy creates incentives to
obligate any remaining funding quickly at the end of the fiscal year to avoid
losing the money to other internal DoD priorities or back to the U.S. Treasury,
often called “use it or lose it,” which can result in year-end spending on lower
priority projects or activities and is especially problematic when budgets are
enacted months after the fiscal year has already started. The Commission may
recommend allowing two years to obligate these types of funds or selective
carryover of funds into the next fiscal year. Some federal agencies with this
kind of authority are highlighted in Section X of this report. The Commission
seeks further input from appropriate Congressional and DoD stakeholders on
this potential recommendation.

Mitigating Issues Caused by Continuing Resolutions (CR). The late enactment
of appropriations and the use of lengthy CRs also hinder DoD’s ability to
execute budgets effectively. The Commission is considering several alternatives
to mitigate the negative effects of CRs while still maintaining congressional
oversight, including allowing new starts and reprogrammings under a CR if
approved by the defense committees in their respective bills. This approach
would be implemented through an informal agreement between Congress and
DoD, just as reprogrammings are handled today. The Commission seeks
further input from appropriate Congressional and DoD stakeholders on this
potential recommendation.

Review and consolidate BLIs. The DoD’s budget structure consists of
numerous budget lines and accounts that sometimes make it difficult for DoD
to manage defense programs and for Congress to clearly track and understand
them. As an action that can be implemented now, the Commission
recommends that Congress and DoD initiate an effort to work together to
review and restructure budget lines and accounts where appropriate. This
effort should be undertaken on a rolling basis over a period of years, to enable
thoughtful consideration of each budget portfolio.

Improve Alignment of Budgets to Strategy

Strengthening the DPG with analytics for big decisions. The Commission
heard criticisms regarding DoD’s success in linking budgets to strategy. The
DPGs have often been formally issued after the programming phase of the
PPBE process has started, which limits their usefulness. The DPG also
sometimes lacks specificity and avoids the hard decisions that would facilitate
better decision-making during the programming phase. Formal efforts to
provide the analysis necessary to make linkages between budgets and strategy
have varied in their effectiveness over time. The DoD budget structure itself
further buries direct insight into the strategic alignment of resources to deliver
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EXECUTIVE SUMMARY

capabilities to the warfighter. The Commission understands that the DoD seeks
to strengthen the DPG, including ensuring delivery of the latest DPG in a timely
fashion and commends the Department’s actions.

The Commission is examining ways to strengthen the DPG to provide greater
specificity, particularly in terms of areas for taking risk, linking the DPG to force
sizing and shaping constructs, areas to invest in or divest of capabilities, and
roles and missions for the Services. The Commission is also examining ways to
improve analysis through greater use of operational measures, such as holistic
execution phase reviews beyond financial metrics; using strategic goals,
objectives, and measures of operational performance; and linking metrics back
to the strategy to facilitate a more continuous planning process. The
Commission seeks further input from appropriate DoD stakeholders on these
potential recommendations.

Budget structure transformation. The Commission may recommend a
substantial transformation of the budget structure designed to clarify the
budget’s linkage to the strategy. This transformation would begin with the
military Services as the primary budget building block, then show major force
capabilities within a Service, followed by programs in the major force area
including some or all the specific platforms, and then show all colors of money
associated with the platform, rather than prioritizing the phase of the program
development and fielding. This transformed structure should help both DoD
and Congress better understand where and what a program’s funds are being
spent on and how that spending relates to the strategy, maintain the level of
information provided in budget justification materials, and would be designed
with provisions to preserve congressional oversight. The Commission seeks
further input from appropriate Congressional and DoD stakeholders on this
potential recommendation.

Color of money. The DoD must finance programs with the correct color of
money, meaning use of Procurement; Research, Development, Test and
Evaluation (RDT&E), or other types of appropriations as required by law and
policy. The challenge of determining which appropriation(s) to use, especially
for software and other digital requirements, can lead to delays in programs if
the right color of money has not been requested or if after the request there is
determination that, for example, the change is no longer a patch (O&M) but is
now an upgrade (RDT&E). In response, the Commission’s Final Report may
propose that color of money be aligned to an organization’s purpose or
mission, rather than the activities performed specifically with the money. For
example, a procurement-focused organization like an acquisition program
office could use Procurement dollars to fund all its activities in support of its
mission vice a multitude of appropriations. The Commission may also
recommend that a single color of money be used for software development,
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procurement, and upgrade activities while including provisions to preserve
Congressional oversight. The Commission seeks further input from appropriate
Congressional and DoD stakeholders on these potential recommendations.

Improve PPBE Business Systems and Data Analytics

The PPBE business systems and analytics capabilities are critical to improving
the overall PPBE process. The DoD is making important progress in this area,
including greater use of advanced data analytics platforms to improve real time
data availability and analysis, along with implementation of budgeting systems
to consolidate data used during the programming and budgeting phases into
one system. However, some PPBE systems and communication approaches
remain antiquated, such as transmitting PDF documents and hard copies. Years
of technical challenges along with systems and management changes, such as
the disestablishment of the Chief Management Officer (CMO), have sometimes
resulted in questions as to who is in charge as well. The culture within the
financial management community focuses on getting resources to the
warfighter, as it should, but sometimes not enough emphasis is applied to
improve resource management processes using new and more efficient
technology.

Accelerating system consolidation and establishing new communication
approaches. The OUSD(C) and OSD CAPE have historically used separate
databases and separate tracking systems as they develop the defense program
and budget. As a result, decisions may have to be entered multiple times in
different formats and the Department lacks a single authoritative database
reflecting program and budget decisions. The Department has begun a
process to reconcile the separate budget and accounting systems, but this
process has yet to be completed. As an action that can be implemented now,
the Commission recommends DoD continue, and if possible, accelerate
consolidation of the data systems used by the OUSD(C) and CAPE so that
one system handles all data during both the programming and budgeting
phases. To the extent possible, the consolidated system should also be
reconciled with the separate systems used by the Military Departments.

Establish classified and unclassified enclaves for DoD-Congressional
information sharing. Most of the budget information transmitted by the
Department to Congress continues to be sent in static form such as on paper
or in electronic documents, such as PDFs. Similarly, congressional actions and
requests for information are generally transmitted in paper form or as static
documents. As an action that could be implemented now, the Commission
recommends that the DoD establish both classified and unclassified enclaves
to share information electronically between DoD and Congress, to include the
electronic transmission of budget justification books in a manner that makes
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them searchable, sortable, and able to be updated electronically by both the
Congress and DoD.

Improve the Capability of the DoD Programming and Budgeting

Workforce

In accordance with statutory guidance, the Commission assessed the
sufficiency of the workforce in the Office of the Secretary of Defense (OSD)
and CAPE to conduct budgetary and program evaluation analysis. Both CAPE
and the Programming and Budgeting (P/B) organization inside the DoD
Comptroller’s office have struggled to fill open billets. As a result, 12 to 18
percent of their positions currently remain unfilled as of the first quarter of FY
2023. There is also considerable stress on the workforce, especially in P/B
where the responsibility for oversight of both the budgeting and execution
phases of PPBE, along with seemingly endless crises such as funding for
support to Ukraine, means there is little downtime for training, leave, and a
reasonable work-life balance, leading to recruiting and retention challenges.

Improving recruiting and retention. As an action that can be implemented
now, the Commission recommends continued efforts to recruit and retain
personnel for both CAPE and P/B, including seeking approval for new
approaches such as direct hires, incentives, and bonuses. Continued efforts to
reduce workload and improve analytic capabilities, perhaps through greater
use of open architecture analytic platforms such as Advana (Advanced
Analytics), should also be pursued. While not required by Section 1004 of the
NDAA for FY 2022, in its Final Report, the Commission will also assess the
workforce sufficiency in the programming and budgeting organizations within
the Services and Military Departments.

Required Assessments

In addition to making recommendations, Section 1004 required that several
assessments be provided in this Interim Report. These assessments range from
PPBE timelines and when program changes can be made, to new and agile
program and budget techniques, to the sufficiency of OSD’s workforce that
conducts programming and budgeting. While not required for the Interim
Report, the Commission is including the initial assessment of some other
federal agencies and countries. These assessments can be found in Section X
of this report. Results from some of the assessments have informed the
Commission’s findings.

COMMISSION ON PPBE REFORM 7
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SECTION Il - BACKGROUND AND
RESEARCH APPROACH

Background

Section 1004 of the NDAA for FY 2022 established an independent
“Commission on Planning, Programming, Budgeting, and Execution Reform.”
Specifically, this Commission is composed of “14 civilian individuals not
employed by the Federal Government” with proven experience and expertise
“in one or more of the following: the DoD’s PPBE process; innovative budgeting
and resource allocation methods of the private sector; iterative design and
acquisition process; or budget or program execution data analysis”.

In accordance with this language, the Commission’s mandate includes the
following tasks:

e Conduct a comprehensive assessment of the efficacy and efficiency of all
phases and aspects of the PPBE process;

¢ Review the DoD financial management systems, including an assessment of
the DoD budget and programming workforces;

e Compare the DoD PPBE process with similar processes of private industry,
other federal agencies, and other countries;

e Review the budgeting methodologies and strategies of near-peer
competitors to understand if and how such competitors can address current
and future threats more or less successfully than the United States; and

e Develop and propose recommendations to improve the effectiveness of the
PPBE process.

As amended by section 1057 of the NDAA for FY 2023, the Commission is
tasked to present the results of its investigation in two reports: an Interim
Report to be delivered in August 2023 and a Final Report in March 2024. For
further details on these two reports, see the Section below. The Commission
submitted a Status Update on its activities in March 2023. This document
constitutes the required Interim Report.

Research Approach

Since its establishment, the Commission has held 29 formal in-person
Commission meetings, each of which included a majority of Commissioners
along with many of the Commission’s professional staff. The Commission has
depended heavily on the experience and expertise of its Commissioners and its
professional staff, many of whom have extensive experience with PPBE in
Congress, in DoD, or both.

The Commission interviewed over 560 individuals and organizations with
knowledge and expertise of the DoD PPBE process and related topics.

COMMISSION ON PPBE REFORM 8
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These meetings include 15 engagements with professional staff of the
congressional defense committees. The Commission’s interviewees have
included current and former senior congressional professional staff, current and
former senior officials from across the DoD, current DoD and industry
practitioners from all phases of the PPBE process, and industry executives (See
Appendix C).

The Commission staff has conducted extensive research on topics related to
the PPBE process to further inform the Commission’s Interim and Final Reports.
This included interviews with industry on their processes, a review of the DoD
Financial Management Regulation (FMR) and other PPBE related guidance, a
case study on Facilities Sustainment, Restoration, and Modernization (FSRM)
funding, an in-depth analysis of reprogramming actions, an analysis of
innovation funds, an analysis of DoD’s programming and budget structure, and
an assessment of the OSD Comptroller and CAPE workforces. In addition,
understanding the importance of interacting with the entirety of the PPBE
ecosystem, Commission staff have actively engaged the public through social
media platforms to further conversations regarding PPBE reform and keep the
public apprised of the Commission’s progress. Commissioners and Commission
staff have engaged with other stakeholders and practitioners by speaking at a
number of professional forums and events, discussing the Commission’s work
and research areas. The Commission has also engaged with several media
outlets who have contributed to furthering this dialogue with DoD and
congressional stakeholders. As a result, the Commission has gained an
extensive understanding of the current PPBE process to date and suggested
areas in need of reform.

At the Commission’s request, research has also been conducted by Federally
Funded Research and Development Center (FFRDC) experts from the Institute
for Defense Analyses (IDA), the RAND Corporation, and the MITRE
Corporation. The Commission is also leveraging academia through the National
Security Innovation Network (NSIN) and DoD’s Acquisition Innovation Research
Center (AIRC) to assist in research efforts. Members of the Commission staff
and academia are also working together to complete a review of the DoD’s
financial management systems as they relate to internal controls and
auditability, the results of which will be included in the Commission’s Final
Report. A high-level list of research activities being supported by these
organizations are provided as listed on the following page.

COMMISSION ON PPBE REFORM 9
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FFRDC RESEARCH

Completed Work
The RAND Corporation: Comparison to PPBE processes in other countries and Federal
Agencies.
Allied Countries: Australia, Canada, and the United Kingdom
Strategic Competitors: China and Russia
Other Federal Agencies: Department of Homeland Security (DHS), Department of
Health and Human Services (HHS), National Aeronautics and Space Administration
(NASA), and the Office of the Director of National Intelligence (ODNI)

IDA: Examination of PPBE documents, timelines involved for each phase, and ability to
make changes.
Development of Key PPBE Documents: The DPG, the Program Objective
Memorandum (POM), the Future Years Defense Program (FYDP), the Budget
Estimate Submission (BES), and the President’s Budget
Analysis of Timelines Associated with Each Phase and the FYDP
Examination of Reprogramming Actions

On-Going Work
The RAND Corporation: Comparison to PPBE processes in other Countries and Federal
Agencies.
o Other Federal Agencies: Department of Veterans Affairs (VA) and Department of
Energy’s (DOE) National Nuclear Security Administration (NNSA)
e Allies and Partners: France, Germany, Sweden, Japan, and Singapore

The MITRE Corporation:
e General Use of Metrics and Performance Measures
e Correlated Change in Budget Structure versus Strategy
e Structural Incentives on Spending Behavior

ACADEMIC RESEARCH

Completed Work
NSIN: the College of William and Mary and the University of Virginia
¢ Innovation and the Small Business Innovation Research Program
¢ Aligning Budgets to Strategy

On-Going Work
AIRC: George Mason University and Stevens Institute of Technology
e Case Studies of Technology Transition
e PPBE Process Portfolio Budgeting, Justification Books, Selected Acquisition Reports,
and Integrated PPBE/Requirements/Acquisition Reform
e Options for Restructuring the DoD’s President’s Budget
e Alternative Obligation and Expenditure Target Curves

In addition, the Commission was provided with papers related to PPBE reform from
several universities including: The Naval Postgraduate School, Duke University Sanford
School of Public Policy, Defense Resources Management Institute, and the George
Mason University Center for Government Contracting.

COMMISSION ON PPBE REFORM




THE PPBE PROCESS

SECTION Iil - THE PLANNING,
PROGRAMMING, BUDGETING, AND
EXECUTION (PPBE) PROCESS

The Planning, Programming, and Budgeting System (PPBS) was originally
established in early 1961 to give the Secretary of Defense a way to make
strategic and cost-effective decisions on force structure and major acquisition
programs, while also setting the funding and personnel requirements each of
these would entail. The system got a revised name - the PPBE process - in the
early 2000s to reflect increased emphasis on the importance of execution and
evaluation as a feedback loop into the process. The new centralized system
introduced in 1961 became feasible in part because of the merging of the
separate Services into a united DoD in 1947. It also benefited from research on
defense decision-making in the 1950s. The new process made major changes in
defense budgeting practices including debating budget issues in program
areas such as strategic forces, bringing analytic information to bear on
decisions, and considering budgets over multiple years.

Changes to the PPBS began not long after its introduction, and some of those
changes shaped the system this Commission is considering today. In the 1970s,
for example, Secretary of Defense Melvin Laird decided that the system
Secretary of Defense Robert McNamara had introduced in 1961 over-centralized
control in the Office of the Secretary of Defense and that more autonomy
needed to be restored to the Services in building and designing forces. This
led to more significant involvement by the Services, which shapes many of
today’s PPBE processes.

Congress also tightened controls on DoD budgeting in ways that have shaped
PPBE. For example, even before PPBE, informal agreements between Congress
and DoD permitted the Department to move funds among programs during the
execution phase of PPBE through reprogramming actions, but Congress has
gradually restricted those movements over the years. Nevertheless, the
reprogramming of funds during the year of execution still provides a key
source of budgetary flexibility for DoD and is an important issue the
Commission has researched and discussed extensively.

Starting in 1977, Congress decided to change the end of federal fiscal year from
June 30th to September 30th, an important shift designed to give Congress
more time to authorize programs and enact appropriations. Unfortunately, this
change has not solved the problem of late budgets which is another focus area
the Commission has examined and debated. These and other changes, applied
to the basic provisions of the PPBS put in place in 1961, have created the
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current PPBE processes the Commission is assessing. The current PPBE
process consists of four phases which are outlined in further detail below.

Planning Phase: This phase involves the identification of necessary updates to
DoD military strategy, policy, and force manning, training, and equipping, given
the evolving strategic environment. During this phase, key DoD missions and
goals are translated into prioritized military objectives. Reviews of existing and
programmed capabilities, force structure, and global posture are conducted to
assess the sufficiency of the joint force to achieve the strategy and identify
current and future warfighting requirement priorities.

This is a joint effort by both civilian and uniformed officials of the DoD (Under
Secretary of Defense (USD) for Policy (USD(P)), Chairman of the Joint Chiefs of
Staff (CJCS), military Services, and Combatant Commands (COCOM) and is
guided by three documents: the National Security Strategy (NSS) as
determined by the President of the United States; the National Defense
Strategy (NDS) issued by the Secretary of Defense; and the National Military
Strategy (NMS) issued by the CJCS. This phase of the process informs
preparation of the DPG. The USD(P) oversees preparation of the DPG, which
goes to all DoD Components and guides development of their program and
budget recommendations.

Programming Phase: This phase is intended to focus decision-making on
analytically based trade-offs about future end states.' It includes an analysis
and decision process that produces a detailed multi-year force and financial
plan (the FYDP) that is the bridge to that future end state. This can involve
identifying, prioritizing, and resourcing the DoD’s manpower (including military
end-strength and civilian full-time equivalent work years), acquisition and
sustainment programs, facilities, and forces (identified as either items of
equipment or combat units) that are required to deliver the future capabilities
and forces, all within a fixed topline. This phase begins with the issuance of
Fiscal Guidance (FG) from the Deputy Secretary of Defense to each of the
Military Departments and to the Principal Staff Assistants for their
organizations and DoD Components under their purview.

The Director of CAPE oversees this process at the OSD level on behalf of the
Deputy Secretary Defense. The Services, United States Special Operations
Command (USSOCOM), and the Missile Defense Agency spend at least a year
developing their Program Objective Memoranda (POM) and then formally
submit them to OSD. The POM describes how they want to allocate funding,
how they comply with the requirements set forth in the DPG and specific
service and component program guidance, and how they meet the priorities
and objectives outlined in the various strategy documents released in the
planning phase. The submission and presentations of the POM to CAPE and

[1] Alain Enthoven and Wayne Smith, How Much is Enough: Shaping the Defense Program 1961-1969, 1971, republished by the RAND
Corporation, 2005
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OSD leadership begins the Program and Budget Review (PBR) during which
CAPE evaluates the POM and the Office of the Under Secretary of Defense
(Comptroller) (OUSD(C)) evaluates the BES in coordination with the OSD
Secretariats, military Services, Joint Staff, COCOMs, and Defense Agencies.

After analyzing the POM submissions and upon approval from the Deputy
Secretary of Defense, the Director, CAPE issues draft Program Decision
Memorandums (PDM) (they have also been called Resource Management
Decisions (RMD)) that direct changes to the POM submissions, document
approved manpower changes, and direct appropriate program reports and
studies. This phase concludes with the Deputy Secretary of Defense's
signature of the final, approved PDMs that are then incorporated into the PB.

Throughout the programming process, adjustments to programs, projects,
funding type, and amounts can be made until the OSD Comptroller budget
database is locked. Of course, an increase in funds in one part of the program
will have to be offset elsewhere as the Department’s top line cannot exceed the
level established in FG by the Deputy Secretary of Defense.

Budgeting Phase: The purpose of this phase, which is overseen by OUSD(C), is
to develop and then prepare documentation to describe a budget that reflects
the President’s and the Secretary’s priorities and is balanced at the topline
provided by the President’s Office of Management and Budget (OMB).
Budgeting is done in coordination with the CAPE Program Review and requires
significant involvement from Service, Agency, and OUSD(C) analysts. Using the
Service and other DoD Component BESs as its basis, along with changes made
during the POM process, OUSD(C) reviews and appropriately adjusts the BES
inputs to ensure the correct phasing and pricing of programs, compliance with
laws and regulations, and assesses the executability of programs within the
appropriation lifecycle (obligations and expenditures). In addition, OUSD(C)
reviews and adjudicates numerous funding requests not covered in the
Program Review, typically single Service or command requests, and late
breaking or war-related issues. The budgeting phase also features preparation
of the complex and voluminous documentation (Justification Books or J-
books) that accompanies the budget when it is formally submitted to Congress.

While PDMs should be completed during the programming phase, they have
routinely been issued during the budgeting phase due to concurrent reviews
and delayed decisions.

The budgeting phase includes the OUSD(C) review and issuance of draft
Program Budget Decisions (PBD) (they have also been called RMDs) which
direct changes and shape the final DoD portion of the PB. During this time, the
OMB participates in the OSD-level review of the DoD budget and provides
further guidance known as “Passback” to the Department on programmatic
issues, Administration priorities, economic assumptions, and final topline
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guidance. These changes often happen very late in the process due to real
world events or issues that arise during execution. As in the programming
phase, changes can be made up until the last minute in the budgeting phase,
but typically require OSD and sometimes OMB leadership support to ensure
that previous decisions are not inadvertently overturned in the final days and
hours before the PB submission to Congress.

The DoD budget, along with other federal agency budgets, are statutorily due
to Congress the first Monday in February for the next fiscal year, which begins
on October 1st of that same calendar year. This phase completes inside the
Department with the submission of the DoD budget to OMB for inclusion in the
PB to Congress and the Department’s delivery of that budget to the
congressional defense, intelligence, and military construction committees.
Review of the defense budget continues with congressional hearings with
Department civilian and military leadership, detailed rollout briefings from the
Services, Combatant Commands, and other DoD Components to professional
staff members on the congressional defense, intelligence and military
construction committees, and congressional committee markups of that PB
reflected in NDAAs and DoD Appropriations Acts.

Execution Phase: The DoD has always executed budgets, but in May 2003,
execution formally became the fourth phase of the PPBS changing it to the
PPBE process. This phase was added to highlight the importance of managing
execution and performance by providing a feedback loop to inform future
program and budget decisions. The phase encompasses everything from the
initial apportionment of funds from OMB (even while under a CR) and issuance
of Treasury Warrants; reconciling enacted changes (marks and adds) against
the request; realigning and reprogramming of funds to meet emergent needs;
tracking, reporting, and balancing of the accounting systems for those
resources; and a review of overall performance as communicated in the Annual
Performance Report (required by the 1993 Government Performance and
Results Act (GPRA) and GPRA Modernization Act of 2010). It is important to
note that the execution phase is always in process for many different years at
the same time. Contracting for services and products is an important part of
budget execution, which is provided by the Defense Acquisition System,
though it is not formally part of the PPBE process. Congressional staff,
members, and oversight organizations, such as the Government Accountability
Office (GAO) and the DoD Inspector General, are also active during the
execution phase of previously passed appropriations, performing their
mandated oversight duties.

The execution phase for a particular year begins on October 1st with the start

of the fiscal year, even if that year starts under a CR, proceeds in full force once
funds have been appropriated, and concludes on September 30th when that
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fiscal year closes. However, because programs have one to five years to get
funds on contract (depending on the appropriation) and another five years to
make final payments, at any point in time DoD is executing funds from 10
different fiscal years. Analysis of execution includes determining how well
current appropriations are being spent compared to programmatic and
financial plans, ensuring alignment to DoD’s stated requirements, and
determining if resources need to be realigned or reprogrammed to meet
emerging or unplanned year of execution needs. The Services and DoD
Components conduct monthly execution reviews at the program and
Command level and more formal quarterly reviews with higher headquarters.
These reviews and assessments feed into the formal mid-year review with the
OUSD(C) which informs the realignment requests contained in the Omnibus
reprogramming submission due annually by the end of June, as well as provide
useful analysis and information to inform future budget decisions. Close
monitoring of execution and reprogramming actions continue through the
remainder of the fiscal year, especially for annual appropriations to ensure that
the 80/20 Appropriations Act General Provision for O&M funding (statutory
requirement for meeting the 80 percent obligation rate by the end of July
every year) is sufficiently met and that funds will be appropriately executed for
the highest priorities before the fiscal year closes.

PPBE Strengths...But Also a Need for Change

The Commission found that the PPBE process serves a critical role in
identifying key budget issues, bringing analytic information to bear on
budgetary decisions, making sure that a wide variety of voices are heard,
establishing and adjudicating priorities, ensuring consideration of budgetary
impacts of funding decisions over multiple years, enabling senior leaders to
guide the course of the Department, and developing consensus proposals that
can be defended before the Congress. These aspects of the PPBE system
should be preserved in any reform effort. At the same time, however, almost
everyone the Commission spoke with, even those who praised aspects of
today’s PPBE process, agrees that changes are needed. There is also an
extensive body of research that underscores the need for improvements in
PPBE. Most of the Commission’s work, and the remainder of this Interim
Report, focus on issues that have been discussed, potential recommendations
being considered but needing further analysis and feedback from stakeholders,
and actions that can be implemented now.

The following sections of the Interim Report discuss the Commission’s findings
and recommendations to strengthen the PPBE process. The report discusses,
though sometimes only in general terms, potential recommendations that the
Commission is considering for its Final Report including key recommendations
that are of particular importance. These potential recommendations, some of
which may become recommendations in the Commission’s Final Report, would
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benefit from stakeholder feedback and require further assessment. The
Commission believes there are actions ready to begin implementation now or
that can begin the implementation process. This includes key actions that are
identified in the Executive Summary and noted in the discussion below. The
Commission believes that these key actions are particularly important ways to
improve PPBE.

The Commission has chosen to group its recommendations under the following
five broad goals that characterize the key issues that need to be addressed in
the PPBE process in order to improve:

e PPBE-Related Relationships between DoD and Congress

e PPBE Processes to Enable Innovation and Adaptability

e Alignment of Budgets to Strategy

e PPBE Business Systems and Data Analytics

e Capability of the DoD Programming and Budgeting Workforce
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SECTION IV - IMPROVE PPBE-RELATED
RELATIONSHIPS BETWEEN DOD AND CONGRESS

What the Commission has Heard and Learned

Today, as in the past, the DoD and Congress continue to work together to meet
national security needs. However, representatives of both organizations
indicated to the Commission that problems exist that, if solved, could improve
these relationships, and foster a more productive working environment, to the
benefit of our military readiness and national defense.

Congressional defense committee professional staff told the Commission that
Congress receives a great deal of information about the defense budget during
the annual submission of the PB but, after that, information is only received
occasionally and only when specifically requested, thereby reducing Congress’s
ability to track and follow the larger picture or react to changing programmatic
and budgetary needs. The Commission was also told that congressional
requests for information (RFI) can take months to process, in part because of
the need for coordination within DoD itself. A GAO report from February 2022
depicted an increase in “congressional reporting requirements for DoD directed
reports and briefings on topics ranging from risk management in acquisitions to
air and missile defense in Guam.? According to DoD data, the number of new
reporting requirements from Congress has more than doubled from 513 in
FY 2000 to 1,429 in FY 2020” (See Figure 1). The Commission was also told
that not all requests can be easily answered quickly due to the processes
involved. They can take considerable time to research, compile the response,
and then staff for approval. The Commission also heard that there is no
incentive for congressional staff to decrease the number of questions they ask,
and that there could be a greater review of RFIs to ensure they are current and
improve proper oversight.

Figure 1: Number of New DoD Congressional Reporting Requirements over
Time, as identified by DoD (Source: GAO analysis of DoD Data)

New reporting requirements
1,500

L]

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2016 2016 2017 2018 2019 2020
Fiscal year

[2] GAO-22-105183, Report to Congressional Committees, “DoD should collect more stakeholder input and performance data on its
congressional reporting policies”, February 2022, https://www.gao.gov/assets/gao-22-105183.pdf.
[3] lbid.

COMMISSION ON PPBE REFORM 17



SECTION IV

Professional staff from congressional defense committees specifically
expressed concerns about the quality and timeliness of information they
receive in the DoD’s formal justification books or J-books—the principal source
of information for Congress regarding DoD’s rationale for funding specific
programs and the principal deliverable from the Department to Congress on all
the details to justify the PB request. Furthermore, the Commission has heard
that information in budget justification books varies widely in content and
length; some smaller programs by dollar value receive much more attention
than larger ones. For example, in the FY 2024 Space Force Procurement
budget justification materials, the National Security Space Launch (P-1 #18 and
Line-ltem Number NSSLOO) has nine pages to justify $2,143 million in
requested funding in comparison to the Army’s Production Base Support (P-1
#34 and Line-Iltem Number 3270GCO050) which has 88 pages to justify a $115
million request.

There are tens of thousands of pages of justification materials that the DoD
provides to Congress at all classification levels to explain how the Department
intends to invest its allocated resources. The Congress, including member
offices and leadership staff, and defense, intelligence, and military construction
committee professional staff use those justification materials, as well as formal
committee hearings, detailed rollout briefings, staff and member on site visits,
and additional meetings, to ask questions and evaluate the proposed allocation
of resources, make changes to those allocations, and then enact NDAAs and
DoD Appropriations bills.

There are DoD personnel at all levels who conduct engagements with various
parts of Congress to explain the fiscal year’s PB request. Information is
presented and provided through detailed program rollout briefings which
include detailed financial and procurement plans, responses to hundreds of
questions on cuts, adds, previous legislative direction, and new legislative
proposals all the way through conference and enactment, all in support of
garnering the resources for the next fiscal year. However, as noted above,
Congressional staff have concerns about the quality and timeliness of some of
this information.

The Commission heard some concerns from the DoD about the length of
authorization bills and the number of required reports, both of which add to the
administrative workload of the Department. The average NDAA bill length has
increased from an average of 416 pages from 2000-2005 to over 876 pages
from 2018-2022 Late budget submissions constituted another concern. Some
in Congress expressed concerns about the late submission or missing
justification material of the PB (including the DoD budget) even in years other
than those involving a change of Administration.

[4] Bill language PDF generated by www.congress.gov. Note: includes DoD page counts only, including the index; DoD length is the last
page that includes information from a DoD Division (A-D). Divisions after ‘D’ are considered non-DoD.
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The last seven years, from FY 2018-2024, the PB request has been submitted
an average of 49 days late.”’

Regarding congressional action, senior DoD leaders expressed strong concerns
about budgets that are enacted after the beginning of the fiscal year. In recent
years late budgets have become more frequent and have been enacted later.
From FY 2010 through FY 2023, the DoD appropriations bill has been enacted
an average of 113 days after the beginning of the fiscal year on October 1st.
Similarly, the NDAA has been enacted an average of 75 days after the
beginning of the fiscal year. In the absence of a full-year appropriation,
Congress often enacts CRs that reduce DoD’s ability to execute budgets
effectively and on time since generally the DoD cannot begin new activities,
start new programs, or increase production capacity until full-year
appropriations and authorizations have been enacted. The Commission
recognizes that late budgets sometimes reflect political disagreements, which
is beyond the scope of this report; however, the Commission is considering
changes that may reduce problems associated with executing late budgets.

The Commission was also told that DoD and Congressional relationships
sometimes depend on personal relationships that enable an imperfect system
to function more effectively. However, those benefits can be lost when those
personnel move to other jobs, which occurs frequently inside the National
Capital Region.

While some issues probably cannot be resolved by DoD and defense
professionals in Congress, others can be resolved in ways that would promote
better working relationships. In this Interim Report, the Commission makes
three specific recommendations to improve relationships between DoD and
Congress and discusses others that will be addressed in the Commission’s Final
Report.

Actions that Can be Implemented Now

Action #1 (Key): Institutionalize a mid-year budget update briefing with key
staff on the congressional defense committees related to both the DoD
budget proposal and budget execution.

The DoD already provides periodic updates to the Congress after submission
of the PB; however, the Commission recommends that DoD institutionalize a
mid-year update on the budget dealing with both the pending DoD budget
proposal and current-year budget execution. The update should start with a
briefing by the OSD Comptroller and Service Comptrollers and include
extended time for a discussion with congressional defense committee staff.

[5] PB release based on “Budget of the United States Government” data from the GPO;
https://www.govinfo.gov/app/collection/budget. Note: changes in administration can skew
these averages; see Section XllI of this report for additional details.
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The update should occur around June or July in a year with normal schedules,
with adjustments to that timing as needed.

The mid-year update briefing should discuss the annual Omnibus
reprogramming, indicating its overall intent and how it relates to DoD strategy.
The update should also discuss how current-year activities have affected the
PB request including factors such as technology changes and program shifts
that have altered resource needs. This information would allow Congress to
make changes, if it wishes, that could speed innovation adoption and reduce
the need for future execution-year changes. The update should provide a
forum for supplying information and answers to Congressional questions that
reflect DoD-wide policy. While the update would identify program changes, its
discussion of the budget proposal would stop short of providing a list of
program increases and decreases that would constitute a formal budget
amendment. The update briefing would need to be coordinated with the OMB.

To make this mid-year update briefing effective, the DoD should establish a
working group, cross-functional team, or similar collaborative process with the
goal of enhanced, institutionalized transparency to do two things. First, the
Department should identify areas in which new information or new
opportunities might justify changes in the current PB that, if agreed to by
Congress, would promote innovation (e.g., implement new technologies),
minimize the need for reprogramming changes during execution, or improve
the budget proposal in other ways. Second, the Department should identify to
the USD(C) key above-threshold reprogramming candidates and promote their
timely approval, paying special attention to ensuring they are paired with
reasonable sources to offset the increases since the identification of sources is
what typically slows the reprogramming process. The DoD should use the mid-
year discussion to highlight the importance of key proposals in the Omnibus
reprogramming and indicate how they relate to DoD’s strategy.

This mid-year update briefing would be led by the USD(C) and the Services,
with representatives from other key stakeholders within the DoD, such as the
USD for Acquisition and Sustainment (A&S) and USD for Research and
Engineering (R&E). The first prototype of this panel should commence by June
after publication of the Commission’s Final Report in March 2024, with the first
mid-year discussion focused on the Omnibus reprogramming. A process
should be in place by the following September to implement the entire
recommended action, with a full mid-year update beginning in 2025. The
success of the process should be measured by its adherence to the prescribed
timeline and from informal feedback from defense committee staff directors
and clerks (both majority and minority).
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Action #2: Restructure the justification books to provide needed content in a
common format.

The current budget justification books vary widely in scope and content, with
some large program writeups providing limited information while some smaller
programs provide extensive detail. The Commission recommends that DoD
work with Congress to establish common formats and content for the
justification books. More specifically, where there are cross-cutting programs
and activities, like in the RDT&E Science and Technology (S&T) account and
the O&M readiness accounts, there should be consistent language and depth of
budgetary and programmatic content. To accomplish this restructuring, DoD
and Congress should establish a joint working group including representatives
from DoD (OSD and the Services) and from the congressional defense
committees. The working group should debate and strive to agree on content
and format; the DoD should implement all agreed-to changes. The working
group should also take into consideration the use of these budget materials by
industry, taxpayer advocates, and the public, as the justification books
represent one of the few windows on the details of how the government plans
to spend taxpayer resources.

The USD(C) should lead efforts to implement this recommendation, assisted by
the Military Department comptrollers and other representatives as appropriate.
The working group should be established within four months after publication
of the Commission’s Final Report and should seek to complete its work in no
more than one year after its establishment. Successful implementation of this
recommendation should be assessed based on senior leader attention to the
issue, resources allocated for the effort, adherence to these timelines, and from
informal assessment provided by members of the working group.

The Commission will continue research in this area and provide additional
thoughts on justification book formats and other budget justification materials
in the Final Report.

Action #3: Improve training for preparation of budget justification materials.

Budget justification materials serve multiple purposes in the PPBE system. They
are used to provide Congress with needed information and to help convince
Congress to approve DoD budgets. They are also used to develop a common
understanding of the purpose of requested funds; after an appropriation is
enacted, budget justification materials become a key document to ensure that
funds are expended in accordance with their intended purpose. Today there is
limited training that teaches DoD personnel the importance of the budget
justification materials or how to develop and write the descriptive narratives
that provide Congress needed information and the
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Department with appropriate guidance on the expenditure of funds. While the
Commission has been told that some training in writing J-books may be
available in parts of the Department, it appears that “on-the-job” training is the
rule - and that repeating last year’s J-book language is common practice.

The Commission recommends creation of training courses for various types of
budget justification materials, including J-books, data files, and staffer
briefings. Course material for inclusion in existing courses or individual courses
should be created for financial management (FM) and acquisition personnel
and for other groups as needed. For FM personnel the course(s) should be
offered through the FM Certification Program while acquisition and other
functional specialties would utilize their own training certification programs and
processes. The training should also be offered to Congressional staff and
personnel on a voluntary basis.

The USD(C) should take the lead on this recommendation, starting with
creation of a tiger team including representatives from USD(A&S), USD(R&E),
and appropriate organizations within the military Services and other DoD
Components. The tiger team would identify the specifics of training to be
conducted and then, for FM personnel, personnel in charge of the FM
Certification Program would create a course. The tiger team should be
identified within four months after publication of the Commission’s Final Report
and should complete its work within six months, if possible, but no later than
after one year. Success in implementation of this recommendation should be
judged by adherence to the deadlines and by student feedback on the resulting
courses.

Ensure justification material narratives do not create unintended
consequences. Depending on how they are written, J-books can enable or
restrict flexibility to address new technological opportunities. While intended
to be as descriptive as possible to provide appropriate insight, the way
justification materials are written can have unintended consequences. For
example, writing justification narratives to buy nine-inch yellow hexagonal lead
pencils with integrated pink erasers is a good description, but what if there was
a better price on blue round pencils during the year with green erasers?
Depending on how strict an interpretation one wants to make, the round
pencils could be considered a new start that would then require congressional
notification. Instead, it might be more effective to discuss procuring lead
pencils, or just a writing utensil, and avoiding the unintended delay while
looking for a legal opinion and potentially having to notify Congress of a new
start. This is in no way meant to suggest that less information or detail should
be provided in justification material narratives but acknowledges that
sometimes the narrative is written so prescriptively that any change could be
constituted as requiring notification.
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Overall, the Commission believes that J-books should be written in a manner
that does not unnecessarily constrain innovation and improvement of ongoing
programs but still provides insight to Congress on what is being funded. The
Commission is aware of a best practice to include language supporting
technology insertion and product improvement opportunities that arise in the
year of execution, including through Preplanned Product Improvements and
risk reserves.

Action #4: Improve training for DoD liaisons.

The DoD liaisons to Congress serve a very important role that can be used to
further improve the relationship between the DoD and Congress, especially in
the context of all the interactions related to PPBE. They are in a unique
position that allows them access to member personal staff, as well as the
committee professional staff who attend the rollout briefings, hearings, and
mark up the PB request. Currently, there is no standardized training across the
DoD for anyone who serves in a liaison position; however, there are best
practices across the Services and other DoD Components that should be
formalized.

The OSD Legislative Affairs, in coordination with OSD Comptroller Budget and
Appropriations Affairs (BAA), should provide standardized and structured
training that adopts best practices from the Services and DoD Components for
both DoD appropriation and authorization legislative liaisons to enhance cross-
communication between both branches. Creating this training and exchange of
best practices would encourage and enable more informed conversations
between the DoD and Congress to provide first-hand understanding of
congressional processes, procedures, and culture. There are existing classes
the Services use that could be modified to include this topic. This training
should also include a PPBE primer course, as well as an understanding of
Congressional timelines, to best prepare these personnel for the position in
which they will serve and provide an understanding of the environment in
which they will operate. In addition to best practices, the training should
include some "dos and don’ts” to better empower legislative liaisons to advise
leadership on fostering positive relationships with Congress.
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Way Forward

While this Interim Report includes some actions that can be implemented now,
the Commission will consider making additional recommendations in its Final
Report, including some of the potential recommendations discussed in this
Interim Report. For example, the Commission is examining the impacts of late
budget requests and delay in enacting final appropriations and expects to
present recommendations in its Final Report.

The Commission will also continue to research justification materials, to include

the format and various methods for developing and transmitting data between
the DoD and Congress as further discussed in Section VIl of this Interim Report.
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SECTION V - IMPROVE PPBE TO PROMOTE
INNOVATION AND ADAPTABILITY

What the Commission has Heard and Learned

One of the most consistent messages the Commission has heard over the past
year and a half is the complaint that the rigidity of the current PPBE process
limits the Department’s ability to be flexible—to better respond to changing
threats, unanticipated events, and incorporate emerging technologies in a
timely manner. This message has been reiterated in statements from current
and former senior DoD officials, from program budget and acquisition officials
at all levels, and from both traditional and non-traditional industry providers.
For example, a current DoD leader told the Commission that the lengthy lag in
funding built into the PPBE process gives an innovation advantage to U.S.
adversaries. Another official reported that the time-consuming nature of the
PPBE process makes it difficult to modify or upgrade existing designs and to
pivot toward new threats.

The Commission identified six aspects of the current PPBE process that
contribute to this perception of inflexibility: (1) the length of the process; (2)
the inflexibility of the budget structure; (3) the hierarchical nature of the PPBE
process; (4) a bias for existing programs and approaches; (5) inflexibility in the
year of execution; and (6) a lack of awareness and use of innovative new
authorities and practices.

The Commission is aware of mechanisms available to the Department, and
efforts by DoD leaders to use those mechanisms to mitigate each of the six
potential problem areas. For example, senior leaders can intervene late in the
process to direct funding toward high-priority initiatives and emerging needs.
The Department and Congress have worked together to rationalize budget line
items for some high-priority efforts. Effective commanders, Program Executive
Officers (PEO), and PMs have been able to cut through the hierarchy to raise
urgent concerns to DoD leadership. The DoD leaders and Congress have also
established numerous mechanisms to fund emerging technologies and non-
traditional industry partners to expand the defense industrial base. Congress
has established a reprogramming process to enable the Department to move
funds in the year of execution. While reprogramming actions have been
effective in a number of cases, it is time consuming (it can take more than six
months at times). The DoD and congressional leaders have also worked to
build awareness of technology initiatives, innovation funds, software factories,
and other creative acquisition strategies and funding approaches.

Unfortunately, most of these mechanisms are dependent on action by DoD and
congressional leaders, who have vast responsibilities and limited bandwidth,
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making the mechanisms slow to operationalize; however, senior DoD officials
can cut through the bureaucracy to jump-start important initiatives and
congressional leaders can approve the movement of money. With a defense
budget of over $800 billion with hundreds of line items, however, these leaders
can only address a limited number of issues.

Understanding Root Causes
In its research, the Commission identified six major root causes relating to
PPBE’s problems in promoting innovation and adaptability.

1. Time-consuming programming and budgeting processes.

The PPBE process is designed to allocate funding to specific programs,
projects, or efforts through a rigorous competitive process that takes place
more than two years in advance of expenditures. The process involves “a
serial, time-compressed set of hand-offs from one organization to another.”®
This structured process enables a wide array of voices and interests to be
heard as trade-offs are made between competing priorities, but the time-
consuming nature of the process is antithetical to moving at speed and funds
may have already been claimed by defined requirements that have gone
through the rigor of the requirements process. Emerging S&T development
efforts do not always map to a warfighter requirement, are not scrutinized by
appropriate leadership, and game-changing innovations may not be anticipated
or funded.” As a former DoD official explained, there is a two year wait before
being able to do anything new unless you are able to take advantage of limited
flexibility available in the system.

Numerous personnel told the Commission that the current PPBE process
provides limited windows for DoD, particularly the operational community, and
Congress to appropriately react to useful and game-changing technologies or
services once they are identified. The PPBE process makes it difficult to
provide timely resources for further RDT&E, procurement, or sustainment to
providers of such goods and services as needs change and develop. Some
businesses are built to work in this process and are resourced to wait for the
availability of funds; however, smaller firms and non-traditional industry
partners may not have sufficient capital to wait on the DoD to secure adequate
funding. Both innovation and geopolitical dynamics can change substantially
between programming and execution. The PPBE process does include
authorities, such as reprogramming or the Rapid Acquisition Authority, that
permit the Department to respond to innovations and program changes during
budget execution, but these tools also have limitations on their availability.

A former senior DoD official told the Commission that time-consuming DoD
processes lead companies to walk away, depriving the Department of
significant opportunities. The Commission also heard from small businesses

[6] Commission Interview with Subject Matter Experts
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that the technology they were developing did not exist when the budget for
that year was being built, and that waiting two or three years for funding is not
a viable strategy for most small businesses.”

2. Inflexibility of budget structure.

The DoD requests funding in rigid and highly specified BLI structures divided
into “48 unigue investment budget activities across 23 different appropriations
that constrain transfers, as well as 1,700+ budget items with a median size of
$35-40 [million].”® Fiscal laws and regulations designed to safeguard Congress’
power of the purse further require that funds be expended only for the
purposes for which they are appropriated. A single major acquisition program
often has multiple budget lines and budget activities (BA), making it difficult
for Congress to track the entire program, and even more difficult for the
Department to manage the program. While these BLIs were all developed for a
reason—they reflect congressional, Department, regulatory, historical
requirements, and precedent—it is not always clear that the historic reasons for
developing a separate BLI still apply today.

The BLI structure particularly affects RDT&E, where BLls less than $50 million
make up the majority of lines (Figure 2). The preponderance of small BLIs in
the RDT&E account is significant because of reprogramming thresholds that
[imit the amount of money that can be moved without the prior approval (PA)
reprogramming process. Below threshold reprogrammings (BTR) for RDT&E
are currently limited to $10 million or 20 percent of the BLI, whichever is less.
The percentage further constrains flexibility in BLIs less than $50 million
because moving $10 million in or out of one of those BLIs would require a PA
reprogramming since it exceeds the 20 percent threshold.

Figure 2: Count of RDT&E PEs/BLIs Source: OUSD(C) Budget Materials o

Count of BLls for Fiscal Year Request

RDT&E
SizeRizz?s"t';" 1980 | 1985 | 1995 | 1999 | 2001 | 2010 | 2020 | 2021 2022
Less than $50M 615 | 604 | 437 | 552 | 476 | 474 | s48 | 544 555
Greater than $50M 53 101 146 199 164 | 280 | 359 | 350 379
Total 668 | 705 | 583 751 | 640 | 754 | 907 | 894 934

The use of funding in these BLlIs is further constrained by the justification book
narratives supporting the budget that describe the purposes for which money
is requested. J-books are frequently written in an overly detailed and
prescriptive manner that unnecessarily constrains the ability of the Department
to effectively execute its programs and missions. Language may not
adequately explain the entire program, only the portion that pertains to the
specific type of funding requested.

[7] Commission Interview with Industry Subject Matter Experts
[8] Commission interview with subject matter experts.
[9] Data based on request for all of DoD; excludes where funds may have been
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A senior DoD official described the J-books as “archaic,” saying the
Department needs to move to a database model (See Section V).

The budget structure presents additional challenges for software, which is
further described in the Required Findings section of this report (Section X).
Software programs are often forced to use different funding sources for the
development, fielding, testing, and sustainment of a capability, but requires
continuous shifting across those activities post-initial deployment since
software is continually modified to reflect security, performance, and
interoperability updates. As one industry official told the Commission,
“Software is never done. It gains new requirements tomorrow based off the
problems that we solved the day before.” Other federal agencies have
different budget structures that allow them to develop, procure, and sustain
software with greater flexibility, which are discussed elsewhere in Section X of
this report.

3. Hierarchical programming and budgeting process results in absence of
delegation of authority.

The program and budget cycle starts as a bottoms-up build process, but
“locks” at successive hierarchical levels, making it increasingly difficult to adjust
when changes are necessary. The extended programming and budgeting
process pulls the ability to make timely adjustments in the RDT&E and
Procurement appropriations of individual programs away from those PMs and
PEOs with the best and most current knowledge and gives it to those at the
top, who have less knowledge of program particulars and no responsibility for
execution. For example, a PM may be responsible for executing to a technical
and schedule baseline for a multi-billion-dollar program but does not have the
authority to reprogram substantial sums between accounts within his or her
own program without prior approval. There are exceptions to these findings,
especially for high-priority programs, but these limitations often persist.

Senior leaders have the authority to intervene late in the PPBE process to
address changing circumstances and emerging needs; however, the number of
issues that can be addressed in this manner is constrained by bottlenecks in
gaining the attention of senior leaders. For example, the Commission was told
that if a command has 20 or 30 major budget concerns, the Command
leadership is likely to bring only a fraction of these to OSD. If OSD has 20 or 30
major issues, it is likely to bring only a fraction to Congress. Similar staffing and
senior leader bottlenecks also occur in Congress. This kind of triaging at every
level means that even where authorities exist, many issues fall off the table and
do not get addressed. As a result, PMs and other working level officials choose
to self-censor modification requests and feel forced to wait for another year to
pursue ideas.
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4. Bias toward existing and traditional programs and approaches.

The linear PPBE process begins in the Services and other DoD Components
which disadvantages joint solutions and novel approaches that are not follow-
ons to existing programs. Enabling technologies that serve multiple programs
are difficult to fund because they do not fit into neat program boxes, though
the PPBE process in theory, is structured to support joint programs designed to
serve multiple needs. The PEOs, PMs, and other stakeholders have incentives
to request continued funding for existing programs and activities, sometimes
irrespective of their continued value or priority. Because they are already in
the program baseline, they have a “leg up” in the PPBE process.

In the programming phase, this advantage is counterbalanced by the tendency
of senior leaders to drive toward change; however, in the budgeting and
execution phases the focus is not on changing programs, so this
counterbalance is less evident and effective. Faced with a choice between
buying down risk and improving performance on existing program content or
taking on additional risk by spending money on new, untested program
content, most Services seem likely to choose the conservative option. Because
of the requirement to show measurable cost, schedule, and performance today,
and the accompanying skepticism that in a “use it or lose it” budgetary
environment (typically seen with one year O&M appropriations, see Section
X1, current officials are not properly incentivized to spend money on new,
innovative solutions that are riskier and need more time to develop.

The difficulty of using innovative financial instruments and arrangements under
the PPBE system also hinders the Department in its ability to attract private
sector capital into the defense sector, especially in emerging technology areas
where commercial RDT&E investment is much larger today than government
investment. Figure 3 illustrates trends in commercial compared to government
R&D investment over time.

Figure 3: Ratio of U.S. R&D to gross domestic product, by source of funds for R&D, 1953-2021 10

-+ Total Business funded -= Federally funded =&~ Other funded

[10] National Center for Science and Engineering Statistics, "U.S. R&D Increased by $51 Billion in 2020 to $7,171 Billion; Estimate for 2021
Indicates Further Increase to $792 Billion.” National Science Foundation. July 25, 2023, https://ncses.nsf.gov/pubs/nsf23320.
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Several people the Commission interviewed indicated that the opague and
unresponsive nature of the PPBE process is antithetical to the kind of
commitment and certainty that they need to attract private investment
supporting development of emerging technologies or manufacturing capacity
that could meet future defense needs.

The Commission was also told that the PPBE process is not well suited for
signaling the credible possibility of a return on private investment in defense or
in dual-use R&D through future DoD procurement of goods and services. Small
businesses and non-traditional vendors struggle to understand the complex
PPBE process and instead rely on cash flow as an indicator of success, but cash
flow often does not materialize quickly under current PPBE processes. A
former senior DoD official made an analogy between the DoD budget and a
castle without doors. The big prime contractors have rooms in the castle, so
their budget issues are routinely addressed. The Department has tried to build
doors for non-traditional industry partners through organizations like the
Defense Innovation Unit (DIU) and USSOCOM’s innovation platform
(SOFWERX), but these doors only go to the foyer, and it turns out that there is
often no door from the foyer into the castle.

5. Inflexibility in the year of execution.

For many years, DoD has used reprogramming techniques to make needed
changes in programs during execution, and reprogramming remains a key
mechanism to increase the effectiveness of DoD budgets by responding to
changed requirements. However, larger reprogramming proposals like PA
actions require approval at several echelons within DoD, the OMB, and the
approval of all congressional defense committees, in accordance with guidance
in the Joint Explanatory Statement of the DoD Appropriations Act. Smaller
realignments like BTRs do not require congressional approval, but the
thresholds are set by Congress at relatively low levels and even those levels
have been reduced in recent years. As a result, reprogrammings - while they
remain an important and often effective technique - can require months of
effort, especially for larger changes. As one DoD official explained during a
Commission meeting:

“Current thresholds are out of alignment with the growth in the defense budget over the past
twenty years. Thresholds haven’t changed in 10 to 20 years, [and] unnecessarily restrict our
flexibility. Based solely on economic changes, current thresholds should increase 50 to 100

percent depending upon the appropriation.”

The BTR thresholds have not kept pace with inflation or increasing defense
budgets and have in fact been decreased by Congress in recent years. Figure
4 below presents the value of BTR thresholds since FY 1999 adjusted to FY
2022 dollars. Every appropriation type shows a decrease due to inflation over
the past two decades.
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Figure 4: BTR Thresholds in FY 2022 Constant Dollars ($M) "
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Callout boxes represent notable congressional action on threshold levels.

Congress has previously increased thresholds in response to inflation and
budget increases and timing, such as in 2003 and 2018.” The Commission notes
that in their markups of the FY 2024 PB for DoD, the House Appropriations
Committee proposed increasing the BTR threshold for the Military Personnel
(MILPERS) and O&M appropriations to $15 million, an increase for MILPERS and
a return to the pre-2020 level for O&M, and the Senate Appropriations
Committee proposed increasing the BTR threshold for the O&M, Procurement,
and RDT&E appropriations to $15 million, an increase for RDT&E and partial
restoration to the pre-2020 level for Procurement.” The two Committees wiill
reconcile their respective differences as part of the conferenced
Appropriations Act.

A former DoD official told the Commission, “The reprogramming process is not
fast or agile, it’'s almost as cumbersome as the budget itself.” This phrase
reflects a common frustration heard by the Commission that is valid though
overstated: reprogramming requests typically take months to be approved
while the entire PPBE process from planning to execution takes years (See
Section Xll, Appendix D2 - Reprogrammings for additional details). As also
noted above, sometimes descriptions in the budget justification books given to
Congress further limit flexibility. A former DoD official stated that the
Department must accommodate last-minute changes to justification books
made within DoD and then go to great lengths to manage within the resulting
limitations.

[11] OUSD(C), National Defense Budget Estimates for FY 2022, August 2021, 68-69.
https://comptroller.defense.gov/Portals/45/Documents/defoudget/FY2022/FY22_Green_Book.pdf. Staff analysis based on deflators
provided by OUSD(C).
[12] H. Rept 108-10 Making Further Continuing Appropriations for the Fiscal Year 2003, and For Other Purposes, February 13, 2003,
1499, https://www.congress.gov/108/crpt/hrpt10/CRPT-108hrpt10.pdf and Consolidated Appropriations Act, 2018, Committee Print of
the Committee of Appropriations U.S. House of Representatives on H.R.1625/Public Law 115-141, 2018, 342.
https://www.govinfo.gov/content/pkg/CPRT-115HPRT29456/pdf/CPRT-115HPRT29456.pdf
[13] H. Rept. 118-121 Department of Defense Appropriations Bill, 2024, June 27, 2023, 6,
https://www.congress.gov/118/crpt/hrpt121/CRPT-118hrpt121.pdf
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New start rules and definitions - which generally require congressional
approval for new programs, either in budget submissions or execution - can
make it particularly difficult to shift funds to foster innovation. Limitations on
new starts under a CR can affect industry decisions, with one industry
interviewee noting that the new start rules “prevent us from investing on a
multiyear budget cycle.” The DoD also requests new starts in the year of
execution, either through letter notifications or prior approval reprogramming
requests. Most new starts are small, with almost three quarters of those
requested between FY 2015 and FY 2022 falling below $50 million in total cost,
but even small new starts can be important in fostering innovation in the
defense budget (see Figure 5).

Figure 5: Reported New Start Total Cost of Effort, Prior Approval Reprogramming Requests, FY 2015 - 202214

Total Percentage
Cost of New Number
Start Efforts of New Starts of ';J;ftlsNew
($inM)

0-50 137 70.6%
50-100 24 12.4%
100-150 4 21%
150-200 7 3.6%
200-250 4 21%
250-300 1 0.5%
300-350 3 1.5%

350-400 2 1.0%
400-450 3 1.5%
500-550 1 0.5%
550-600 1 0.5%
600-650 1 0.5%
850-900 1 0.5%
950-1,000 1 0.5%
1,700-1,750 1 0.5%
1,950-2,000 1 0.5%
2,000-2,050 1 0.5%
14,750-14,800 1 0.5%

The DoD conducts assessments of the adequacy of financial execution (using
obligation and expenditure benchmarks coupled with reviews by acquisition
leaders) to ensure that resources are used where they can be executed
effectively. However, the increasing frequency and length of CRs distorts
spending rates by crowding the obligation and execution of funds into the later
parts of a fiscal year, shortening timelines for contract actions, and delaying
new start programs, contributing to less-than-optimal spending patterns and
higher costs to the Department. The CRs have become more common in
recent years, as is illustrated in Figure 6 below that shows when defense
committees and subcommittees passed defense bills over the past two
decades.

[14] Staff analysis of information provided by OUSD(C).
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In recent years, House defense appropriations have tended to pass both at the
subcommittee and full committee level but Senate appropriations, which tend
to occur later in the process, have been delayed while Congressional leaders
sought overall agreements on federal spending levels.

Figure 6: Congressional Action Defense Appropriation and Authorization Acts, FY 2004-2024.

Senate Presidential
Approval HASC SASC House Passed| Passed Approval
2024 |6/15/2023 6/22/2023|  7/11/2023| 7/14/2023| 7/27/2023
2023 |6/15/2022 12/28/2022| 7/1/2022| 7/18/2022| 7/14/2022 12/23/2022
2022 |6/30/2021 3/15/2022 5/10/2021| 9/22/2021| 8/23/2021 3/15/2022
2021 | 7/8/2020 0 12/27/2020| 7/9/2020| 6/23/2020| 7/21/2020| 7/23/2020| 1/1/2021
2020 12/20/2019| 6/19/2019| 6/11/2019| 7/12/2019| 6/27/2019| 12/20/2019
2019 6/7/2018| 6/26/2018| 6/13/2018| 6/28/2018| 6/28/2018|8/23/2018] s/28/2018| 5/15/2018 6/5/2018| s/2a4/2018| 6/18/2018| $/13/2018
2018 [6/26/2017 6/29/2017 1/30/2018 3/3/2018( 7/6/2017 7/10/2017| 7/14/2017| 9/18/2017| 12/12/2017
2017 |5/11/2016| 5/24/2016| 5/17/2016| 5/26/2016|6/16/2016* 5/5/2017| 5/4/2016| 5/18/2016] 5/18/2016| 6/14/2016| 12/23/2016
2016 |5/20/2015| 6/9/2015| 6/2/2015| 6/11/2015 12/18/2015| 5/5/2015| 5/14/2015| 5/15/2015| 5/14/2015| 11/25/2015
2015 |5/30/2014] 7/15/2014| 6/10/2014| 7/17/2014 12/16/2014| 5/13/2014|  6/2/2014| 5/22/2014 12/19/2014
2014 | 6/5/2013|7/30/2013| 6/12/2013| 8/1/2013 1/17/2014| 6/7/2013| 6/20/2013| 6/14/2013 12/26/2013
2013 | s/g/2012|7/31/2012| 5/17/2012| 8/2/2012 3/26/2013] 5/11/2012]  6/a/2012] s/18/2012| 12/a/2012] 1/2/2013

Fiscal House Senate | Presidential

Year HAC-D SAC-D Passad Passed

2012 | 6/1/2011]9/13/2011| 6/14/2011| 9/15/2011 12/23/2011| 5/17/2011| _6/22/2011| 5/26/2011 12/31/2011
2011 |7/27/2010] 9/14/2010 9/16/2010 4/15/2011] 5/21/2010] _ 6/4/2010] 12/17/2010 1/7/2011
2010 | 7/16/2009] 9/9/2008| 7/22/2003] 9/10/2009| 7/30/2009| 10/6/2003| 12/15/2003] 6/18/2003]  7/2/2009| 6/25/2008| 7/23/2009| 10/28/2009
2009 | 7/30/2008) 9/10/2008 9/30/2008| 5/16/2008| _5/12/2008] S/22/2008| 9/17/2008| 10/14/2008

2008 | 7/12/2007|9/11/2007| 7/25/2007| 9/12/2007| 8/5/2007)10/3/2007| 11/13/2007| 5/11/2007|  6/5/2007| 5/17/2007| 10/1/2007|1/28/2008**
2007 6/7/2006| 7/18/2006| 6/13/2006| 7/20/2006| 6/20/2006| 9/7/2006| 9/29/2006| 5/5/2006 5/9/2006| s5/11/2006| 6/22/2006| 10/17/2006
2006 | 5/24/2005| 9/26/2005| 6/7/2005| 9/28/2005| 6/20/2005|10/7/2005| 12/30/2005( 5/20/2005( 5/17/2005| 5/25/2005| 11/15/2005|  1/6/2006
2005 | 6/2/2004] 6/22/2004| 6/16/2004| 6/22/2004| 6/22/2004|6/24/2004| 8/5/2004| 5/14/2004| 5/11/2004| 5/20/2004| 6/23/2004| 10/28/2004
2004 |6/18/2003] 7/8/2003| 6/26/2003 7/9/2003| 7/8/2003|7/17/2003] s/30/2003] 5/16/2003| s/13/2003] s/22/2003| s/22/2003] 11/24/2003

Current as of July 28, 2023. Red indicates years without passage of defense legislation. Sources:
CRS Appropriations Status Tables, Congress.gov, and DoD History and Library and Directorate
“DoD Authorization and Appropriation Laws: National Defense Authorization Laws (NDAA)”.
HASC date based on date reported by Committee on Armed Services Committee; SASC date
based on date introduced. *Senate vote to consider House legislation failed; House passed a
second appropriations act 3/8/17. **1st NDAA was vetoed.

At one of the Commission’s open mic events, several PMs indicated that the
existing benchmarks are used to judge the adequacy of budget execution are
unrealistic, especially regarding RDT&E funding, and result in some PMs taking
counterproductive actions in order to obligate and expend funds quickly. On
the other hand, Commissioner and staff experience suggests that some form of
measurement of program execution, perhaps improved and data-based
benchmarks that are subject to modification based on judgements by
acquisition leaders, are needed to be sure that DoD funds are executed
effectively.

The final concerns regarding lack of flexibility during execution may be one of
the most important. The Commission feels strongly that the rules requiring
obligation of all O&M and MILPERS funds during the year in which they are
appropriated constitutes a serious problem. The one-year period of availability
creates incentives to obligate funds in the final days of a fiscal year to avoid
losing the use of those funds (so-called “use-it-or-lose-it” effect). Sharp spikes
in year-end funding sometimes lead in turn to use of the funds for lower
priority programs or projects (Figure 7). Sometimes efforts to meet the one-
year availability leads to obligation of funds in excess of what may be required
since the final bills are not known. For example, obligating funds to pay utility
bills that are not yet final until after the end of the fiscal year.

COMMISSION ON PPBE REFORM

33



SECTION V

Figure 7: DoD Action Obligations by Month, FY 2012 - 2016 Monthly percentage of fiscal year total.

Gray lines indicate September obligations. Source: CRS "End Year DoD Contract Spending” 2017
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For this and other reasons, use-it-or-lose-it contributes to much higher fund
cancellations of O&M funds, that is, funds that were obligated but then not
used and so were eventually cancelled and lost to DoD (Figure 8). The rush
toward year-end funding drives less than optimal year-end spending decisions”
and does not provide contracting officials enough time to create quality
contracts, as one study of the effects of use-it-or-lose-it suggested.” All of
these problems are exacerbated by late budgets that mean all operating funds
must be obligated in less than a year, sometimes much less than a year. The
hasty obligation of funds at the end of a fiscal year can result in the later de-
obligation and loss of buying power, especially for operating funds that are

available for obligation for only one year.

Figure 8: Cancelled Funds By Appropriation, FY 2018-2022
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[15] Robert Hale, “Bad Idea: The “Use-It-Or-Lose-It” Law for DoD Spending,” Defense360, Center for Strategic and International Studies,
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RDT&E

December 15, 2020, https://defense360.csis.org/bad-idea-the-use-it-or-lose-it-law-for-dod-spending/
[16] Laurent Belsie,. “Use-It-or-Lose-It Budget Rules,” National Bureau of Economic Research, March 2014,
https://www.nber.org/digest/marl14/use-it-or-lose-it-budget-rules
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In the words of one DoD official, the current use-it-or-lose it rules for O&M
create an incentive for officials to do “some crazier things to try and get some
of the money obligated and spent.” The Commission expects to propose
changes to address use-it or lose-it in its Final Report, highlighted below as
potential recommendations.

6. Lack of awareness of innovative new authorities and practices.

Executive and Legislative branch personnel engaged in PPBE sometimes lack
knowledge of changes in fiscal and program authorities, sometimes due to
delayed updates to policies and guidance such as the FMR, which creates
ambiguity and hinders scale of use. Several interviewees expressed concern
about whether relevant personnel in the acquisition and contractor
communities are even aware of the innovative authorities that may be available
to them. Incentive structures for DoD personnel also sometimes reward them
for being risk averse and disincentivize use of new or underused approaches,
such as Other Transaction Authority or Middle Tier of Acquisition (MTA)
pathway, though in recent years DoD leaders have strongly emphasized the
importance of innovation. Despite this emphasis, there have been challenges in
realizing the use of flexible authorities to support innovation. The GAO found
that while flexibilities exist, “DoD has not broadly communicated information
about available financial flexibilities throughout the agency.””

Potential Recommendations Requiring
Stakeholder Feedback and Further Assessment

In this Interim Report, the Commission is considering a range of potential
recommendations to ensure that the PPBE system is prepared to respond to
changing threats and incorporate emerging technologies in a timely manner.
These include potential recommendations to adjust funding rules, rationalize
BLIs, modify reprogramming requirements, address problems caused by CRs,
and otherwise enhance the Department’s ability to address changed
circumstances and new opportunities in a timely manner. These potential
recommendations may result in Commission recommendations in the Final
Report.

Potential Recommendation #1 (Key): Appropriation availability.

The Commission is considering recommendations to address challenges
associated with current appropriation availability. The Commission feels
strongly that changes should be made to make one-year appropriations
available for long enough to permit effective execution. As described above,
the expiration of unobligated O&M and MILPERS funds at the end of a fiscal
year can lead to counterproductive actions to quickly obligate funds to avoid

[17]1 Government Accountability Organization (GAO), GAO-23-105822 Research and Development: DOD Benefited from Financial
Flexibilities but Could Do More to Maximize Their Use, June 29, 2023, 12, https://www.gao.gov/assets/gao-23-105822.pdf.
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expiration. This challenge is further exacerbated by the Department’s need to
hold funds until the end of a fiscal year to cover late-breaking bills for items like
undefined permanent change of station (PCS) moves, utility bills, FSRM
projects, and to avoid Anti-Deficiency Act (ADA) violations. The Commission is
considering recommendations to address challenges related to availability
including:

e Two-year minimum availability for all appropriation accounts, which would
reduce use-it-or-lose it pressure and allow for reprogramming of expiring
funds, particularly O&M, reducing lost buying power due to expiration and
cancellation.

e Two-year availability for certain appropriation account activities, which
would allow for targeted relief for certain accounts, such as for PCS costs
and FSRM projects.

e Carryover of a percentage of MILPERS and O&M to cross a fiscal year,
which would allow for greater congressional control and the ability to
rescind/mark where appropriate. Authority to carryover three to five
percent of expiring funds into the next fiscal year would reduce the risk of
expired funds and ADA violations.

The Commission notes that other federal agencies and parts of DoD like the
Defense Health Program currently have O&M carryover authority. Carryover
and longer availability periods for other federal agencies, such as two-year
availability for non-construction NASA appropriations and DHS authority to
carry over half of its unobligated balances of some of its annual appropriations,
are discussed in Section X in this report. In addition to supporting innovation,
this potential recommendation relates to those presented in Section VI
regarding budget structure.

Before making a final recommendation, the Commission seeks input from
existing stakeholders, DoD PEOs and PMs, and the Appropriation and
Authorization Committees on appropriate carryover percentages and PPBE
process and system requirements to support carryover or two-year
appropriations.
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Potential Recommendation #2 (Key): Modify internal DoD reprogramming
requirements.

The difficulty of moving funds in the year of execution to address changed
circumstances and emerging needs is of particular concern for both DoD and
industry representatives who met with the Commission. The Commission
recognizes the vital constitutional significance of Congress’ power of the purse
and the need for the Department to ensure that funds are spent in a manner
consistent with congressional directives. Nonetheless, the Commission believes
that a number of steps could be taken to improve the responsiveness of the
PPBE process in the year of execution to include measures that the
Department could take to improve its own internal processes, as well as
measures that would require congressional support.

Several people who spoke to the Commission tended to blame Congress for
the Department’s difficulty in moving money in the year of execution. There is
also reason to believe that the Department’s own internal processes may be
unnecessarily restrictive. Even in cases where Congress has authorized the
Department to move money on its own, such as BTRs for example, Commission
staff were told that hierarchical DoD approval processes can average as long as
a month-and-a-half to two-months to navigate, and even longer if it is
necessary to find sources to finance the reprogrammings. The DoD’s use of
General Transfer Authority (GTA) varies, ranging from 35.5 to 100 percent
utilization between FY 2011 and FY 2021.°At the same time, program-level
officials told the Commission that they have become discouraged by
cumbersome internal processes and frequent refusals, and as a result may not
even bother requesting a reprogramming that would use GTA.

Accordingly, the Commission is considering two potential recommendations to
streamline the Department’s internal reprogramming procedures. First, the
USD(C) could delegate a share of GTA to the Military Departments on an
annual basis to increase the ease of reprogramming by removing an echelon
from the decision-making process. The USD(C) would, of course, need to
retain some GTA to meet valid Department-wide objectives such as meeting
overall readiness needs. Second, the USD(C) could delegate BTR authority, to
specified dollar levels, to agency heads, commanders, and PEOs who seek to
move money within their own portfolios. Both these changes are designed to
encourage the Military Departments to become more involved in speeding up
and improving the reprogramming process.

[18] OUSD (C), General Transfer Authority and Special Transfer Authority Report to Congress required by the Explanatory Statement for
H.R. 133 Consolidated Appropriations Act, 2021, Committee Print of the Committee on Appropriations U.S. House of Representatives on
H.R. 133/Public Law 116-260, March 2021, 388-389, https://www.congress.gov/117/cprt/HPRT43749/CPRT-117HPRT43749.pdf. See
Section XII for additional details.
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Potential Recommendation #3 (Key): Modify thresholds for BTRs.

As burdensome as it may be to go through the Department’s internal
reprogramming procedures, the time and effort required for PA
reprogrammings appears to increase substantially when Congress becomes
involved, as it does now for larger reprogrammings. Not only are timelines
lengthened, but uncertainty is introduced into the process, as the proponents
of a change can never be certain whether a reprogramming will be approved at
all, let alone when it will be approved. The Commission is considering several
recommendations as potential ways to alleviate this situation while maintaining
Congressional oversight.

Allow reprogramming of a small percentage of an appropriations account
with regular congressional briefings and oversight in lieu of advance
congressional approval. The more far-reaching approach under consideration
by the Commission would replace existing BTR thresholds with an approach
that would allow the Department to move a small percentage of the funds
within an account in the year of execution with a quarterly report to the
congressional defense committees. In lieu of case-by-case threshold
determinations, for example, the Department could be authorized to reallocate
funding within appropriations accounts, perhaps up to 0.1 percent of MILPERS
accounts, 0.5 percent of O&M accounts, 1.5 percent of RDT&E accounts, and 1.5
percent of Procurement accounts. To ensure that this authority is available
where it is needed, the Department would have to delegate a share of the
authority to the Military Departments and the Military Departments could have
to delegate a share of the authority to subordinate commands and PEOs.

The Commission understands that a proposal along these lines would require
strong provisions to protect congressional oversight. For example, there would
have to be a prohibition on using the authority to terminate programs, cut
items of special congressional interest, or initiate new starts. Programs would
have to be executed in accordance with specifications in the budget
justification books, though as noted above, these should be written to provide
reasonable flexibility for DoD PMs. A mechanism would have to be developed
to ensure regular reporting to the congressional defense committees, with
meaningful briefings on the rationale, especially for larger transfers. Further,
the Department would have to develop a formal delegation of authority, with
appropriate safeguards, to ensure that commanders, PEOs, and other
appropriate senior officials have the authority to transfer funds where they
control both the source and the use. Nonetheless, the Commission believes
that this approach is worthy of consideration and solicits input from interested
parties.
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Adjust existing thresholds to levels more commensurate with historic
authority and current needs. A less far reaching but still useful alternative
would retain the existing framework for BTRs but raise BTR levels to a level at
least consistent with historic norms in addition to upward adjustments to take
inflation into account. Some organizations have recommended even more
substantial increases in BTR thresholds. For example, the Atlantic Council
recently recommended an increase in the RDT&E threshold to $40 million and
the Procurement threshold up to $100 million. An adjustment of this
magnitude would give the Department greater ability to adjust spending in
light of changed circumstances and emerging needs without changing the
overall reprogramming framework but would have to be accompanied by
provisions to ensure Congressional oversight.

Simplify new start notifications. As described above, new starts require
congressional notification, even if the amount to be moved is below the
threshold for congressional notification and approval. Notify-and-wait letter
notifications are allowed for requests below certain dollar limits. While a letter
notification may not appear burdensome, it adds several layers of time-
consuming bureaucracy to the reprogramming process!” As noted above, the
Commission believes that the Department can take some steps to address this
issue on its own, by providing standardized guidance for the writing and
interpretation of J-books to minimize the number of new start notifications
required, for example, by ensuring that minor modifications of existing efforts
are not interpreted as constituting new starts.

One of the objectives of the Commission is to foster innovation in the
Department. The Commission believes that impediments to new starts are
likely to burden innovation. For this reason, the Commission is also considering
several alternative potential recommendations to modify the new start process
itself to make it easier to incorporate new ideas and approaches into DoD
programs. These potential recommendations include: (1) substituting a
quarterly briefing on all new starts below a threshold for the current case-by-
case congressional notification requirement; (2) raising the threshold for prior
approval reprogramming for new starts to $50 million over the life of the
program; and (3) increasing the threshold for letter notification of new starts.

Potential Recommendation #4: Address problems caused by CRs.

The Commission understands the view of the Appropriations Committees that
easing the burdens imposed by CRs would reduce the pressure to enact regular
appropriations bills. The Commission further understands that it is in the
interest of both the Department and the Congress to enact such bills. In recent
years; however, CRs have become a regular way of doing business for both

branches of government. An approach that may be appropriate at a time when

[19] Budget Execution Flexibilities and the Reprogramming Process, OUSD(C), January 13, 2021, 4,
https://comptroller.defense.gov/Portals/45/Documents/execution/Budget_Execution_Tutorial.docx
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a CR is an undesired stopgap measure may no longer be appropriate when a
CR has become a standard part of the funding process. For this reason, the
Commission is considering two potential recommendations to ensure that the
Department can continue to respond to developing circumstances and take
advantage of emerging opportunities during a CR.

First, the Commission is considering a recommendation that would permit
select new starts under a CR, in the limited circumstances where the program
to be initiated is included in the PB request and has not been disapproved in an
Authorization or Appropriation Bill under consideration in either chamber. In
this case, the new start would be permitted to proceed with available funds at
the level of the lowest mark assuming both defense authorizing committees
and appropriations and military construction subcommittees have acted on the
budget request. This recommendation would be implemented through an
informal agreement between Congress and DoD, in the same way that
congressional approvals of reprogrammings are handled today.

Second, the Commission is considering a recommendation that would allow
limited reprogrammings during a CR, under similar circumstances and
implemented through an informal agreement. Under the approach being
considered by the Commission, reprogrammings would be permitted if both
the program receiving added funds and the source for those funds were
included in the PB request and neither has been disapproved in an
Authorization or Appropriation Bill in either chamber, again assuming both
defense appropriations subcommittees and both authorizing committees have
acted on the budget request. The Commission may also consider
recommending that programs at a point in their lifecycles when large increases
are requested, such as a new weapon system just moving into production
would be permitted to increase funding with the same limitations applied to
reprogramming.

Incorporate emerging technologies. The Commission also continues to
consider recommendations related to improving the ability to insert emerging
technologies in the programming and budgeting process at later stages of the
PPBE process. This could include competition for an out-year funding wedge
for OSD, the Services, and other DoD Components or including out-year
funding in anticipation of successful technology maturation for high-priority
research and development initiatives and procurement of dual use
technologies. Such recommendations would address challenges associated
with transitioning prototypes to production in a timely manner.
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Actions that Can be Implemented Now

Ensure justification material narratives do not create unintended
consequences (see Section IV, Action #3 for details).

Improved and more consistent J-books could benefit the Congress by
providing better program information and benefit the Department by providing
improved guidance and appropriate flexibility. As highlighted in Section IV -
Action #3, the Commission recommended improved training for preparation of
budget justification materials. Better justifications should be developed to
minimize the need for new start requests and to maximize flexibility to address
new opportunities arising in the year of execution.

Action #5 (Key): Systematic review and consolidation of BLls.

The DoD should systematically review BLIs and work with the congressional
defense committees to rationalize and consolidate BLIs where appropriate.
Successful consolidation of BLIs requires collaboration between Congress and
the DoD. Recognizing the limited bandwidth of DoD and congressional staff,
the DoD could conduct reviews of portfolios of BLIs on a rolling basis over a
five- to ten-year cycle. After initial consultation with the committees regarding
a portfolio, the comptrollers of the Military Departments would review and
prepare a proposal to rationalize the BLI structure for the portfolio in
consultation with responsible acquisition leaders. The proposal would then be
presented to the congressional defense committees and an agreement reached
on what changes, if any, to implement.

Under this approach, each review would address cases in which programs or
systems have been subdivided into multiple BLIs making them more difficult to
manage; identify cases in which multiple programs or systems intended to
provide a common capability could be combined into a single BLI (as has been
done, for example, in the Large Aircraft Infrared Countermeasures and Family
of Medium Tactical Vehicles programs); and identify cases in which the
consolidation of BLIs could result in improved performance.

The Commission notes that the Department has previously attempted to
consolidate BLIls, with mixed success. Successful efforts, such as the
consolidation of some USSOCOM O&M, Procurement, and RDT&E BLls, are
characterized by sustained engagement and collaboration with the
congressional defense committees even before consolidation occurs. Between
2010 and 2020, the USSOCOM consolidated 36 Procurement BLIs into 26, 27
RDT&E BLIs into 14, and 14 O&M informal BLIs to eight formal BLIs.*

[20] Additional details are provided in the Appendix accompanying this report (See Section Xll, Appendix D1: Reprogrammings).
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Information provided to Congress in justification books remained the same, it
was just in fewer BLIs. The Commission encourages the Military Departments
and other DoD Components to follow the USSOCOM best practice for BLI
consolidation.

Action #6: Systematically review and update PPBE-related guidance
documents.

The Commission has heard repeatedly about the undue burden and confusion
caused by unclear guidance, which creates increased workloads for the legal
community and ultimately delays moving at the speed necessary to support
modern warfighting requirements. A key component in enabling the PPBE
process is providing clear, consistent, and current guidance that enables
efficient and effective decision-making at the lowest levels. This includes
systematic updates and revisions of key finance, acquisition, and program
guidance documents, such as the FMR, to provide a more useful and timely
resource to DoD managers. As an action that can be implemented now, the
Commission recommends the USD(C) dedicate staffing to ensure sufficient
review and more frequent updates to PPBE-related guidance documents, with
an update at least every three years. This includes a systematic revision and
update of the FMR, as well as and DoDD 7045.14, “The Planning, Programming,
Budgeting, and Execution (PPBE) Process,” which establishes policy and
assigns responsibilities for the PPBE process.

Review and update the FMR. As part of this review of guidance documents,
the Commission recommends the USD(C) establish a dedicated tiger team to
review and issue updates to the FMR. The tiger team should include finance,
acquisition, and program stakeholders to systematically revise and update the
FMR to remove obsolete and unnecessary language, clearly communicate
intent, and limit the FMR to binding rules while placing transient guidance or
advice in other documents. The tiger team should also coordinate with the
congressional defense committees. The initial review should be conducted on
a rolling basis over a period of three years with broad input from affected
parties, including those outside the Department. After the completion of the
initial review, the Department should establish a process to systematically
maintain and update the FMR on an ongoing basis. Recommended actions in
support of this initiative include updating volumes with last review date in
addition to indicating the last update date; developing an expedited staffing
plan for the acceptance of the updates to remain timely; and Congressional
direction to the DoD to provide a report on the initial establishment and
composition of the tiger team and the roadmap to keep the FMR current within
180 days of issuance of the Commission’s Final Report. Updating the FMR will
constitute a major effort. The DoD should consider the use of contractor staff
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to orchestrate this process, and if possible, outside subject matter experts with
DoD fiscal law knowledge to assist DoD in accomplishing this action. The tiger
team should seek to start the update within nine months of issuance of the
Commission’s Final Report.

Way Forward

The Commission will continue to deliberate on the potential recommendations
described above, as well as consider additional recommendations to address
ways to promote innovation, provide additional flexibilities in execution, and
enable adaptability through the PPBE process. Research is ongoing examining
technology transition in support of joint efforts, capabilities, and platforms
across lifecycles and issues related to the "valley of death.” The Commission
welcomes input on these topics from stakeholders, including industry,
Congress, and DoD practitioners.
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SECTION VI - IMPROVE ALIGNMENT OF BUDGETS
TO STRATEGY

A clear and direct linkage of the budget to strategy was one of the primary
objectives for originally establishing the PPBS.” Over time, the principle of
aligning defense resource decisions to larger national security objectives and
interests has also been a consistent theme of PPBE changes and reforms.? To
identify and propose recommended improvements for strengthening the
linkage between budgets and strategy, the Commission focused its research
efforts on assessing how the PPBE process currently functions, identifying
problems and understanding their root causes. This section begins with an
overview and then proceeds to more specifics regarding this complex topic.

What the Commission has Learned and Heard

Overview. Currently, the DoD relies on several layers of strategic guidance
documents to inform its work during the PPBE process. These include the NSS,
NDS, NMS, DPG, FG, and Military Department or DoD Component planning
guidance as discussed in Section Il of this report.

Of these documents, the NSS;*NDS,*NMS,?*and DPG?are required by law. Each
document has a regular cadence provided in law; however, in practice these
cadences are largely not adhered to (Figure 9).

[21] History and Library Directorate, Information Paper: A Brief History of the Planning, Programming, Budget, and Execution System,
OSD Historical Office, February 18, 2022, 9

[22] See “How Much Is Enough? Shaping the Defense Program, 1961-1969,” the RAND Corporation, 2005,
https://www.rand.org/pubs/commercial_books/CB403.html and Lawrence J. Korb “The Process and Problems of Linking Policy and
Force: Structure through the Defense Budget Process,” Policy Studies Journal, 8, no 1 (September 1979): 92-98,
https://doi.org/10.1111/j.1541-0072.1979.tb01044 x.

[23] 50 United States Code (U.S.C.) §3043 “Annual national security strategy report” https://uscode.house.gov/view.xhtml|?
reg=%22national+security+strategy%22&f=treesort&fqg=true&num=35&hl=true&edition=prelim&granuleld=USC-prelim-title50-
section3043

[24]10 U.S.C. 8113 “Secretary of Defense” https://uscode.house.gov/view.xhtml|?
req=%22national+defense+strategy%22&f=treesort&fq=true&num=0&hI=true&edition=prelim&granuleld=USC-prelim-title10-section113.
In years when an NDS is not required, the Secretary of Defense is required to provide an assessment of NDS implementation and if NDS
revision is required. The USD(P) also has responsibilities for the NDS, provided in 10 U.S.C. §134 “Under Secretary of Defense for Policy”
https://uscode.house.gov/view.xhtmI?
reg=under+secretary+of+defense+policy&f=treesort&fg=true&num=161&hl=true&edition=prelim&granuleld=USC-prelim-title10-
section134.

[25]1 10 U.S.C. §153 “Chairman: functions” https://uscode.house.gov/view.xhtml|?
req=%22national+military+strategy%22&f=treesort&fq=true&num=5&hl=true&edition=prelim&granuleld=USC-prelim-title10-section153.
The CJCS is required to decide on the need to prepare a new NMS or update an existing NMS each even-numbered year.

[26] Ibid. The USD (P) also has responsibilities for the DPG, provided in 10 U.S.C. §134 “Under Secretary of Defense for Policy”
https://uscode.house.gov/view.xhtmI?
reg=under+secretary+of+defense+policy&f=treesort&fg=true&num=161&hl=true&edition=prelim&granuleld=USC-prelim-title10-
section134.
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Figure 9: DoD Statutory Strategic Guidance Documents

Guidance Primary Publicly
Document | Statute Statutory Cadence Responsible Available
Officer Release Dates
Annual with submission
of the budget to 12 October
50 Congress and 2022
NSS US.C. 9 President
§3043 150 days after date a 18 December
new President takes 2017
office
January, every four years Secretary of
(Except: Year after
residential election, as Defense
P ; ’ (with 27 October
10 soon as possible after militar 2022
NDS U.S.C. Secretary of Defense . Y
. advice and 19 January
§113 appointed and .
. assistance 2018
confirmed)
Intermittently as of the
nty cJCcs)
appropriate
10 Not later than February 8 May 2022
NMS U.S.C. 15 of even numbered CJCS 12 July
§153 year (if applicable) 2019
10 Secretary of .
(clazsiged) U.S.C. Annually in February Defense lelzl;l:gc
§113 (USD(P))

As required by Title 10, U.S. Code (U.S.C), the DPG is an annually prepared
document “establishing goals, priorities, including priorities relating to the
current or projected risks to military installation resilience, and objectives,
including fiscal constraints, to direct the preparation and review of the program
and budget recommendations of all elements of” DoD?”

The document should include:

e Priority military missions, including assumed force planning scenarios and
constructs;

e Force size and shape, force posture, defense capabilities, force readiness,
infrastructure, organization, personnel, technological innovation, and other
defense program elements that support the NDS;

* Projected resource levels; and

e Discussion of changes in the NDS and assumptions underlying the NDS.

While the DoD has generally been fully supportive of the Commission’s work,
when the Commission requested access to current or historical DPG
documents to understand and evaluate the linkages between budgets and
strategies carried out in current and prior years, the DoD declined to provide

[27] “Secretary of Defense.” 10 USC § 113. https://uscode.house.gov/view.xhtml|?
req=defense+planning+guidance&f=treesort&fq=true&num=30&hl=true&edition=prelim&granuleld=USC-prelim-title10-section113
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access, citing the Commission’s status as a legislative entity. The Commission
continues to call on DoD to provide the requested access so that the
Commission can fulfill its statutory responsibilities. Lack of access to the DPG
has limited the Commission’s ability to assess how recent DPGs have informed
budgetary decisions. However, the Commission has been able to draw on
extensive Commissioner and staff experience with past DPGs. It also used
interviews to examine current practices and processes with regard to strategic
guidance documents and how effective they are in shaping the DoD’s budget
submission.

In interviews held last year, the Commission was told that Department-level
strategic planning guidance is often formally issued after the Services have
begun the programming phase and that strategic guidance documents also
sometimes lack sufficient specificity and prioritization, particularly for areas of
risk and divestiture, which can help to shape the direction of budgetary
decision-making. In this regard, the Commission heard that Service planners
provide guidance, based on prior year guidance or draft versions of the
forthcoming DPG, to Service programmers who must start their work prior to
receiving official OSD-level guidance to meet deadlines2This can have a
negative impact on ongoing programming efforts and decisions when there are
significant changes to OSD guidance from fiscal year to fiscal year. It also
reflects an ongoing tension between the demanding PPBE schedule and the
timely release of strategic planning documents that are supposed to underpin
the PPBE process?

Similarly, efforts to provide the analysis necessary to inform linkages have
varied over time. For example, the Dynamic Commitment Series of wargames
in the 1990s and the early 2000s sought to provide common data and model
foundations to support strategic thinking about future conflicts and
contingencies. That information could help establish priorities among possible
DoD investments. However, these efforts did not become permanent
approaches to aligning budgets to strategies. Large scale, strategically driven
joint analysis efforts tend to rely heavily on civilian and contractor staff that are
often targets for cuts during periods of more constrained budgets.

In response to the 2018 NDS Commission and a 2019 GAO report dealing in
part with analysis in the planning process, the DoD established the Analysis
Working Group (AWG)—co-chaired by Joint Staff, the USD(P), CAPE, and the
Chief Data and Artificial Intelligence Office (CDAO). The AWG, which came
into being in April 2021, sought to “reform and reinvigorate DoD’s analytic
expertise, set standards for joint analysis, and ensure that senior leaders have
solid analytic foundations for resourcing decisions.” 3

[28] Commission Interview with subject matter experts, January 2023.

[29] Commission Interview with subject matter experts, April 2023.
[30] Report to Congress. “Effectiveness of the Office of Cost Assessment and Program Evaluation.” January 30, 2023. 11.
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Among other endeavors, the AWG provided a control case for joint strategic
analysis supporting program review decision-making.®® More broadly, the
establishment of the AWG reflects an effort by the DoD to strengthen the links
between strategy and budget, beginning with the FY 2023 budget.®> From that
perspective, the Commission is interested in seeing how the AWG continues to
approach this direction and how it will guide and impact future reforms.

Other processes and analyses that DoD has implemented for linking budgets to
strategy are described in detail in Section X. These include CAPE-led Strategic
Portfolio Reviews (SPR) that analyze complex, strategic, and joint issues by the
start of each annual program review and program review reforms to focus
analysis and senior leader decisions on strategic priorities and courses of
action.

The DoD is also using new technological advances, such as the creation of
Advana, to improve strategic performance measurement. Advana is a “big
data platform for advanced analytics” that draws on data from business
systems across DoD, and commercial applications and solutions, to support
decision-making.** The Advana Pulse capability is an executive analytics
capability that draws on authoritative data across the DoD to provide leaders
with a dashboard-view of performance against priorities®* and provides DoD
senior leaders with insight into NDS implementation.*

Overall, the Commission heard that the DoD has processes and mechanisms to
link budgets to strategy, although these are not always consistent or fully
institutionalized in their application or reporting mechanisms across the DoD.

The Impact on Industry. Strategic guidance documents can be helpful to
industry, though they do not always meet industry’s needs. The recent security
environment, especially the conflict in Ukraine, has highlighted the close
relationship between DoD strategy and the industrial base. Recognizing this,
the FY 2024 PB requested multi-year procurement authority for munitions to
address industrial base stability and capacity as well as to meet operational
requirements for munitions necessary for use in Ukraine.*

[31] Report to Congress. “Effectiveness of the Office of Cost Assessment and Program Evaluation.” January 30, 2023. 11.

[32] Interview with subject matter experts, December 2022.

[33]“Data Analytics.” Acquisition Office of the Assistant Secretary of Defense, Accessed July 11, 2023,
https://www.acq.osd.mil/asda/ae/ada/data-analytics.html.

[34] “DoD Strategic Management Plan Fiscal Year 2022-2026,” Department of Defense, 19,
https://media.defense.gov/2023/Mar/13/2003178168/-1/-1/1/DOD-STRATEGIC-MGMT-PLAN-2023.PDF and Commission conversation
with DoD officials, May 2023.

[35] Ibid. The DoD continues to mature Pulse capabilities for monitoring NDS implementation.

[36] “Defense Budget Overview United States Department of Defense Fiscal Year 2024 Budget Request,” OUSD(C)/Chief Financial
Officer, March 2023, 4, 12,
https://comptroller.defense.gov/Portals/45/Documents/defbudget/FY2024/FY2024_Budget_Request_Overview_Book.pdf. For
additional information on multi-year procurement see Ronald O’Rourke, R41909 “Multiyear Procurement (MYP) and Block Buy
Contracting in Defense Acquisition: Background and Issues for Congress,” Congressional Research Service, August 24, 2022,
https://crsreports.congress.gov/product/pdf/R/R41909/116.
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However, publicly available DoD strategic guidance documents alone do not
provide clear enough signals to industry to drive research and supply chain
investments. Instead, while industrial actors acknowledge the existence of
strategic documents and public statements, their own concrete investment
decisions tend to be driven by the lagging indicators of budgets and contracts,
rather than their interpretation of strategic guidance documents.

Commission interviews with companies doing business with the DoD
highlighted the importance of how money is allocated and requested in
budgets as a much more actionable signal of DoD intent outside of strategic
documents or public statements. The interviews also highlighted the benefits
of longer-term contracts to incentivize industry investment in supply chains
and infrastructure improvements as a means to link industrial capacity to larger
strategic objectives.

Sometimes the nature of appropriations can provide signals to industry. For
military equipment with long build timelines, the Congress has enacted special
appropriations periods of availability that signal stability to the industrial base.
For example, the Shipbuilding and Conversion, Navy appropriation allows for
five and sometimes six years of funds availability, to account for ship
construction timelines. Multi-year procurement authorization and advance
procurement can also provide savings and stability to industry for major
weapons system programs.®’

The Commission also learned about examples of allied countries using
mechanisms for longer-term (10 years) industry signaling such as Australia’s
Integrated Investment Program and Defence Industrial Capability Plan and
Canada’s Defence Investment Plan and Defence Capabilities Blueprint,* which
provide long-term plans and goals for investment in the industrial base. The
recent trilateral Australia-United Kingdom-United States partnership is a prime
example of how the U.S. and its allies can signal across international defense
industrial bases.*

Overall, the Commission understands that this Administration believes it is
making significant progress toward linking budgets to strategy. The
Commission looks forward to learning more about those efforts as it moves
towards the Final Report.

[37] Heidi M. Peters and Brendan W. McGarry, IF10599 Defense Primer: Procurement, February 7, 2020, 2,
https://crsreports.congress.gov/product/pdf/IF/IF10599/5

[38] For additional details, see the RAND Corporation, Planning, Programming, Budgeting and Execution in Comparative Organizations,
Volume 2, 2023.

[39] White House, FACT SHEET: Trilateral Australia-UK-US Partnership on Nuclear-Powered Submarines, March 13, 2023,
https://www.whitehouse.gov/briefing-room/statements-releases/2023/03/13/fact-sheet-trilateral-australia-uk-us-partnership-on-
nuclear-powered-submarines/
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Understanding Root Causes
Based on what it has heard and learned, the Commission identified root causes
related to linking budgets to strategy.

Problems with the DPG. Within the planning phase, the NDS lays out a
strategy but requires additional steps to make it actionable. The Commission
was told that the DPG does not always address these steps and so becomes a
consensus-driven document that often does not make hard choices, is overly
broad, and lacks explicit linkages to prioritized goals, timeframes, risk
assessments, and resource allocations.” Strategic analyses are not completed
until the summer, arriving too late to fully inform the DPG and the Military
Department strategic programming processes. This appears to be a persistent
problem with the DPG that occurs across administrations and across eras,
though the Commission was informed that the current Administration is
working to produce more timely analyses. The Commission found that the DPG
is built without a systematic mechanism for incorporating execution feedback
on progress toward strategic objectives and does not include metrics to track
NDS implementation success. Instead, the Department’s strategic management
processes tend to focus on monitoring the broad NDS objectives rather than
more concrete goals articulated in the DPG. There is no clear mechanism to
evaluate and assess how the DPG has shaped PPBE outcomes. The timing and
frequency of past guidance documents have often been out of sync with PPBE
timelines. The DPG is less useful if it is released after the Services and DoD
Components have begun their POM build (see Section X for additional details).
There is also no forcing function for the USD(P), who is responsible for
producing the DPG,4 to produce the document in a timely manner to inform
Department resourcing decisions, which then further affects the subsequent
phases and timelines. Department senior leaders are often reluctant to provide
firm guidance about hard choices at an early stage in the resourcing process
because they lack the detailed insight to know how tight resource pressures
will be and just what choices are required.

Overall, Commissioner experience suggests there has been a lack of
authoritative and transparent analysis and assessment of the joint forces
required by the force planning construct and associated joint warfighting
assessments through wargaming, modeling, simulation, and diverse knowledge
bases. This hinders DoD’s ability to judge sufficiency of the capability, capacity,
and readiness of the force to fully inform force structure, readiness, posture,
investment and divestment decisions during the PBR.#?

[40] Charlotte Bradsher, Rory Burke, Rohit Raguram, and Keeghan Sweeney, Bringing DOD’s Budget into Alignment with its Stated
Strategy: PPBE Reform Commission Research and Recommendations, 2.

[41]110 U.S.C. 8134 “Under Secretary of Defense for Policy” https://uscode.house.gov/view.xhtml?reg=granuleid:USC-prelim-title10-
section134&num=0&edition=prelim#:~:text=%C2%A7134.,and%20consent%200f%20the%20Senate and OUSD(C), Department of Defense
Directive 7045.14 “The Planning, Programming, Budgeting, and Execution (PPBE) Process,” August 29, 2017, 5,
https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodd/704514p.pdf.

[42] The Joint Staff (JS) is responsible for a range of documents related to planning, investment, and readiness, including assessments
of budget and FYDP resources to meet military requirements. The Joint Staff (J-8 Force Structure, Resources, and Assessment
Directorate) is also responsible for reviewing PPBE and warfighting documents, providing analysis, and preparing JS program/budget
input, including the Chairman’s Program Recommendation and JCIDS Capability Gap Assessment.
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While there are force structure analyses and force sizing and shaping
assessments, these do not directly support the PPBE process and NDS
formulation?* These types of strategic choices stand out from most investment
decisions the DoD makes because they take time to consider and to be
effective, and therefore they require insertion at the beginning of the PPBE
process. The sequencing of strategy and analysis in defense resourcing has
been a longstanding issue, with the 2003 Joint Defense Capability Study noting
that “[t]lhe resourcing function focuses senior leadership effort on fixing
problems at the end of the process, rather than being involved early in the
planning process.”+ A lack of actionable force sizing and shaping guidance, as
well as reductions to joint analytic capability, such as reductions to DoD’s
headquarters staffs, to include CAPE’s joint analytic decision support capacity,
amid budget pressures and DoD internal priorities in the 2010s have all
contributed to this problem.

Commissioner experience suggests there is thus a tendency for narrow
resource allocation choices, rather than larger strategic decisions, to become
the focus in programming, which limits the time available to consider strategic
direction and implications for resource allocation. Some highly consequential
information will continue to be available later in the process, such as certain
economic assumptions including the Employment Cost Index that shapes
military and civilian pay raises, and will require the PB request to be adjusted at
the end of the PBR. Major strategic choices can occur in programming absent
the DPG; however, providing as much guidance as possible as early in the
process as possible allows OSD to better shape the overall process from the
beginning, keeping the primary focus on strategic rather than narrow
budgetary choices.

Others have recognized this problem and are working to respond. Efforts such
as the U.S. Air Force’s operational imperatives seek to explicitly identify
operational capabilities and functions for modernization required to respond to
the strategic environment and then use those imperatives to create the POMss
At the DoD-level, the AWG developed principles and standards to guide
strategic analysis and provide a common analytic basis for strategic decisions.*®

[43] For example, see Figure 5 “JSPS Products - Translating Strategy to Outcomes” for Joint Staff Planning System products. Chairman
of the Joint Chiefs of Staff Instruction (CJCSI) 3100.01E Joint Strategic Planning System, Joint Staff, May 21, 2021, H-2,
https://www.jcs.mil/Portals/36/Documents/Library/Instructions/CJCSI%203100.01E.pdf?ver=H90hq7r7eGlYzL40AeUpOwW%3D%3D
[44] Joint Defense Capabilities Study: Final Report, Joint Defense Capabilities Study Team, December 2003, 2,
https://apps.dtic.mil/sti/pdfs/ADA533685.pdf

[45] For example, see discussion of operational imperatives in (Frank Kendall, Charles Q. Brown, Jr., and Chance Saltzman, “Department
of the Air Force Posture Statement Fiscal Year 2024,” Department of the Air Force,
https://armedservices.house.gov/sites/republicans.armedservices.house.gov/files/Joint%20FY24%20Posture%20Statement%20-
%20Final.pdf and “Department of the Air Force Operational Imperatives,” Department of the Air Force, March 31, 2022,
https://www.af.mil/Portals/1/documents/2023SAF/OPERATIONAL_IMPARITIVES_INFOGRAPHIC.pdf

[46] Deputy Secretary of Defense, “Principles and Standards for Analysis Supporting Strategic Decisions,” February 2, 2022.
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Improved feedback loops needed. The Commission also found that execution
and operational outcomes of the PPBE process are not fed back into the
beginning phases of the process in a consistent way. There are limited
mechanisms for operators and industry to provide feedback and information to
programmers during the execution phase to substantially influence the POM.
The Commission repeatedly heard that there are challenges in connecting
execution and programming data, particularly given the timing of each of these
phases in the process. Late budget enactment creates timing challenges for
linking execution and programming, as programming decisions are made to
maintain the PPBE process schedule before operational units and programs can
report execution outcomes from the previous year’s enacted budget. On the
other hand, there are several important financial execution metrics, such as
obligations and expenditures, that are consistently tracked and reported and
can be analyzed to inform future POM development. There are also other
measures that are tracked in a timely manner. The DoD’s military readiness, for
example, is tracked through the Defense Readiness Reporting System, which
issues regular reports to Congress, along with other readiness reports.”® The
Department is also working to incorporate Strategic Management Plan
(FY 2022 - FY 2026) metrics and objectives with the POM to improve the
alignment of resources to strategy and incorporate performance feedback into
future POM decisions.”

However, there are other areas where additional feedback should inform
planning and programming. These include:

e performance of current weapon systems in the field (including availability
and O&M costs);

e |essons learned on shortfalls and successes from exercises;

* progress on personnel issues impacting readiness;

e environmental impacts on current training and basing;

¢ unanticipated maintenance issues;

e program execution delays (e.g., program/contractor problems, CR timing,
congressional queries, etc.);

e progress on implementing key Secretary of Defense initiatives, such as
cloud migration or munitions production; and

e schedule, development, and procurement cost data for emerging
capabilities.

As discussed elsewhere in this report, the Department is currently adopting a
number of new commercial technologies that provide enhanced analytic,
modeling, and autonomous capabilities to leaders at all levels that also support
and strengthen the linkage of strategic and programmatic factors.

[47] Interviews with subject matter experts, January 2023 and March 2023.

[48] Luke A Nicastro, IF12249 Military Readiness: DOD Assessment and Reporting Requirements, Congressional Research Service,
October 26, 2022, https://crsreports.congress.gov/product/pdf/IF/IF12240

[49] Interview with subject matter experts, June 2023.
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These systems, and the underlying DoD IT infrastructure, provide an
opportunity to integrate more quantitative metrics into the linkage between
execution and programming, and can strengthen the feedback loops between
phases.

Limits imposed by budget structure. The Commission also found that the
current budget structure limits the ability to be responsive to strategy direction
and changes. For example, the budgets presented to Congress bury direct
insight into the strategic alignment of resources in dozens or hundreds of BLIs
scattered across many parts of the budget. The current top-level “color of
money” structure of the budget (i.e., Procurement, RDT&E, O&M, MILPERS, and
Military Construction (MILCON)) does not produce useful insight into strategic
choices. This is not surprising, since national defense issues tend to be cross-
cutting, involving people, investment, and facilities, rather than fitting narrowly
into the current appropriation categories. For example, in 2020, when
Congress established the Pacific Deterrence Initiative in the NDAA for FY 2021,
in part to improve budget transparency and oversight, it noted, “[t]lhe
conferees believe that the availability of budgetary data organized according
to regional missions and the priorities of the combatant commands is critical
for the ability of the Department and the Congress to assess the
implementation of the National Defense Strategy.”*°

In its most recent report to accompany the Defense Appropriations Act for

FY 2024, the House Appropriations Committee directed submission of an
alternative view of the budget request for the U.S. Space Force, and noted with
respect to aligning budgets to capability portfolios, “that there may be
potential benefits to an approach that more directly connects national security
strategy and goals to the Department’s budget priorities, program plans, and
ultimately to capabilities. Such an approach may also bring greater
transparency and accuracy to the true total cost and resources needed to
accomplish mission goals.”® The current appropriations account structure
prioritizes classical budgetary oversight, such as through execution targets for
discrete program elements and RDT&E budget activities that align to program
phases; however, it also generates oversight constraints by complicating the
task of viewing programs holistically across all the applicable colors of money
to see how resources align against desired strategic outcomes.

The Commission also found that the current budget structure leads to time
consuming translation of resource information between the programming and
budgeting phases. This distracts from mutual decision-making, communication,
and clarity between the Department and Congress. As an example, the formal

[50] H. Rept. 116-617 William M. (Mac) Thornberry National Defense Authorization Act for Fiscal Year 2021 Conference Report to
Accompany H.R. 6395, December 3, 2020, 1790, https://www.congress.gov/congressional-report/116th-congress/house-report/617/1

[51] H. Rept. 118-121 Department of Defense Appropriations Bill, 2024 Report of the Committee on Appropriations together with Minority
Views to accompany H.R 4365, June 27, 2023, 14, https://www.congress.gov/118/crpt/hrpt121/CRPT-118hrpt121.pdf
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justification materials further disaggregate budget information based on
specific appropriations and the BLIs in which those funds are appropriated.
Congressional staffers then receive additional program and budget rollout
briefings that may present major acquisition programs by total cost with all
colors of money captured in one place, which provides greater clarity as to the
entire cost of a program. The programming and budgeting processes present
data for senior leader review in still different formats - Program Review
articulates programmatic changes by year compared to the POM submission,
whereas the Budget Review articulates changes compared to the previous
enacted budget or BES requested position. By contrast, other federal agencies
like NASA use their budget structure to align outputs with broader capability
areas, allowing for more consistency in reporting to Congress and a more
transparent connection to strategy-aligned mission outcomes.*

Finally, the current segmented budget structure does not align with today’s
technological and development environment, where systems, especially their
software, are constantly improved, rather than an Industrial-Age model where
systems are designed, delivered, and then operated with the same capabilities
for their lifetimes. This is further described in Section X of this report.

Limitations on available calendar time. Another consistent challenge is that
the budget formulation process occurs too often in the midst of “time
crunches.” Prior phases may run late, and major resourcing decisions are not
made until the end of the PBR, compressing the budgeting process and
schedule even further as addressed in Section X of this report. The lack of a
common database that is used throughout the PPBE process creates further
confusion. In this regard, CAPE and the OUSD(C) have been working to
transition capability for collection of POM/BES/PB submissions from legacy
stand-alone systems to a new integrated programming and budgeting system
called the Next Generation Resource Management System (NGRMS); NGRMS
achieved initial capability in 2022 and was used successfully in the FY 2024
PBR cycle.

During the PBR, CAPE and the OUSD(C) prepare separate decision documents,
and CAPE transfers program decision information electronically to the
OUSD(C) systems. Both organizations make changes that affect the budget
and program years, but to get a complete program and budget review picture,
data must be transferred between CAPE and the OUSD(C) systems. There are
ongoing efforts to further consolidate the OUSD(C) and CAPE program and
budget systems and develop analytic tools.

[52] For NASA appropriation accounts see H.R. 2617 Consolidated Appropriations Act. December 29, 2022, 87-90,
https://www.congress.gov/117/bills/hr2617/BILLS-117hr2617enr.pdf
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Potential Recommendations Requiring
Stakeholder Feedback and Further Assessment

This Interim Report does not make any final recommendations related to
aligning budgets to strategy more effectively; the Commission anticipates
making recommendations in its Final Report. At this date the Commission is
considering a range of potential recommendations that address the identified
challenges inherent with aligning budgets and strategy. They include long-
term fundamental reforms, along with near- and medium-term changes,
keeping in mind that near- and medium-term changes may have to be
reconciled if long-term reforms are adopted.

The Commission is considering recommending fundamental changes to the
current appropriations structure because it believes they could:

e enhance congressional oversight;

e improve transparency of how the budget connects to and supports
strategy;

e provide greater consistency of data presentation throughout programming
and budgeting inside DoD and through congressional deliberations and
enactment of appropriation and authorization bills; and

e align the budget structure to today’s technological and development
environment.

Alternatively, the Commission is also considering less dramatic approaches,
including aligning colors of money to an organization’s purpose or mission
rather than to specific activities performed, or modifying rules regarding colors
of money to allow the use of any color of money for a continuous cycle of
development, prototyping, testing, fielding, troubleshooting, revision, and
sustainment of software. The Commission recognizes these changes would
require time, resources, and further development and refinement with all
stakeholders, particularly in Congress and the DoD. For that reason, the
Commission requests that the Military Departments, other DoD Components,
congressional defense committees, industry, and other stakeholders provide
views on how the potential recommendations, if implemented, would work with
respective operational and organizational structures, recognizing that there is
currently significant variation with regard to how these activities occur today.

Potential Recommendation #5 (Key): Budget structure transformation.
The Commission is considering a potential reform that would transform the

structure of DoD appropriations, reorganizing appropriation, account, program,
and lifecycle (colors of money) levels.
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Such a transformation could:

e Enhance congressional oversight by providing unified views of programs
and activities;

e Better align the budget structure to how decisions are made;

e Improve the ability to balance and trade between capabilities;

e Highlight the relationship between programs and capabilities across the
Joint Force; and

e Update the budget structure to match 2Ist century technology
development and production cycles that do not move sequentially through
research, procurement, operations, and sustainment.

The proposed transformation would create new categories for organizing the
structure of the budget:

Current Structure Proposed Structure

Life Cycle Phase (RDT&E,

Procurement, O&M, MILPERS) Service/Agency

Service/Agency Capability/Major Activity Area

Account System/Program

Life Cycle Phase (RDT&E,

Program Procurement, O&M, MILPERS)

Within the proposed structure (see chart below), there are also several options
being considered for controlling life cycle phase, operations, and personnel
costs.

Under Option 1, all life cycle phase costs including personnel and operational
costs would align to their respective system/program. Under Option 2, O&M
and MILPERS costs would each be presented as a standalone program within
each capability/major activity area, with appropriate reporting breakdowns
provided within those programs. Under Option 3, O&M and MILPERS costs for
each Service would be a stand-alone appropriation, at the same level as the
major capability areas.

The points below indicate how congressional oversight would be protected
under this proposal:
e Transfer authority would be required to move funds across the Service or
Capability level (e.g., from the Navy to the Army, or from the Navy Surface
capability area to the Aviation capability area).
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e Reprogramming would be required to move funds across the
System/Program level (e.g., from Destroyers to Ammunition Ships)

e Capability area leaders would have flexibility to move resources between
development, procurement, and operations expenses, funded within the
same system/program, but the Department would provide breakdowns of
expected expenditures across these phases and execution reporting.

e New start rules would remain in effect, with Congress retaining its ability to
authorize and appropriate funds for programs and set quantities.

e The DoD would continue to be required to execute systems and programs
consistent with submitted budget justification documents, which would be
presented using the new budget structure.

Figure 10: Budget Structure Transformation Notional Examples

Option 1 — Most Ambitious Option 2 — Ambitious Option 3 — Least Ambitious

Service/Defense-Wide Service/Defense-Wide Service/Defense-Wide
+ Capability/Major Activity Area + Capability/Major Activity Area * Capability/Major Activity Area
* Various Systems/Programs, each with * Various Systems/Programs * Various Systems/Programs
* RDT&E * Operations * Operations
* Procurement * Personnel * Personnel
* O&M
* MILPERS
Examples
Navy Navy Navy
* Surface * Surface * Surface
* Program A * Program A * Program A
* RDT&E * Surface Operations * Navy Operations
* Procurement + Surface Personnel * Navy Personnel
+ D&M
* MILPERS
Appropriation Paragraph
Navy, Surface Navy, Surface Navy, Surface

Navy, Operations
Navy, Personnel

The Commission recognizes that the DoD’s current budget includes missions
and activities that might not fit within the proposed budget structure
transformation changes and welcomes input in advance of the Final Report
from the Department on capability/major activity areas that would align to
their respective organizational models. The changes described above also
present implications for appropriation availability by collapsing currently
distinct appropriation accounts with different periods of availability. This issue
is discussed in Section V in this report.

Before making any recommendation in its Final Report, the Commission seeks
to engage with the Military Departments, requesting that they provide a draft
budgetary structure that breaks down their major activities in a way that would
support leadership resource decision making and transparency for Congress
into the strategic choices embodied in the budget.

It is also worth noting that the less ambitious versions of the proposed budget

structure would effectively adopt the capability area approach for certain
portions of the budget, for example, investment accounts for acquisition
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projects, while maintaining much of the current budget structure in areas like
centralized MILPERS and O&M appropriations.

The Commission is also aware of FY 2024 congressional language calling for a
mission-area budget exhibit for the Space Force.> Similar efforts by the Military
Departments and DoD Components would provide potential models for
fundamental budget structure reform and identify productive disruption
opportunities.

The Commission believes that this potential recommendation might, if deemed
workable, significantly improve the ability of DoD and congressional leaders to
match the budget to the strategy while maintaining Congressional oversight.
But the Commission also recognizes that this proposal could introduce
substantial disruption to the financial structure of the Department. Additional
potential recommendations, while not as far-reaching, are described below and
elsewhere in this report, with respect to budget structure, colors of money, and
appropriation availability.

Potential Recommendation #6. RDT&E BA consolidation.

Another potential recommendation related to budget structure would
consolidate the RDT&E BAs to reflect current technology development
paradigms and improve agility for programs. Such a consolidation would be
helpful but is not as ambitious as the fundamental transformation discussed
above.

Current technology funding and development timelines are not aligned. Rigid
lines between BLIs and BAs pose a constant challenge for PMs. If a technology
advances faster than the budget cycle or requires a longer timeframe in each
development stage, a program or office cannot get money to fund the proper
development cycle of that given technology. This results in start-stop funding
that delays technological deployment. In this regard, Service and DoD
Component program offices shared their challenges in trying to align colors of
money and the budget process to support timely technology adoption with the
Commission.”

To address this problem, one possible RDT&E restructuring model would be:

[53] H. Rept. 118-121, 14-15.
[54] Interviews with subject matter experts, November 2022.
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Current BA Structure Proposed BA Structure

BA-01 - Basic Research BA-0O1 - Fundamental Science

BA-02 - Applied Research
BA-03 - Advanced Technology
Development, Non-Programs of Record BA-02 - Technology and Development
BA-04 - Advanced Component
Development and Prototypes

BA-04, BA-05 - System Development
and Demonstration

BA-07 - Operational System
Development (Programs of Record)

BA-03 - Acquisition

BA-06 - RDT&E Management Support BA-04 - Capabilities Support

BA-08 - Software BA-08 - Software

This model would preserve Congressional oversight of a technology’s transition
into a program of record, what is currently a move between BAs 02 and 03,
while also maintaining congressional visibility into the adoption of S&T to DoD
goals and missions, particularly for basic research in BA O1. This model could
be adopted simultaneously with the first option discussed above, but in that
case would apply only to the reporting totals presented by the Department in
its budget and execution reporting.

Potential Recommendation #7 (Key). Addressing colors of money.

The Commission is also considering several potential alternatives to address
challenges associated with the current color of money construct.

One approach would be to align color of money to an organization’s purpose
or mission, rather than the activities performed with the money on a specific
contract. For example, under this potential recommendation a procurement-
focused organization like an acquisition program office would use Procurement
dollars to fund all its activities in support of its procurement mission.
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This would be analogous to how R&D laboratories and the Defense Advanced
Research Projects Agency (DARPA) fund civilian salaries with RDT&E funds.
Other federal agencies request and expend funds in this manner.

This proposal would need to be accompanied by limits to ensure Congressional
oversight. Those might include requiring new start approval, requiring
execution consistent with the budget justification books, and others.

This would bring DoD practices into closer alignment with the audit standards
where the cost of a program office is considered part of the capitalized value
of the acquired equipment. If the definitions were aligned like this, the auditor’s
valuation of a new asset would equal the sum of the Procurement obligations in
that BLI as presented to Congress. This would dramatically improve the
usefulness of the audit to Congress and significantly reduce the labor required
by DoD to value its systems.

This would also reduce the management complexity faced by the responsible
DoD official, by allowing him or her to manage only one color of money at a
time. It could also enhance congressional oversight by providing Congress
with a more holistic view of an organization, rather than breaking up an
organization’s budget into component appropriations, and thus often across
different staffs, as is currently done.

An alternative approach would revise existing rules on color of money to allow
Procurement, RDT&E, or O&M funds to be used for the full cycle of software
development and acquisition. Multiple sources informed the Commission that
effective software acquisition takes place through a continuous cycle of
development, prototyping, testing, fielding, troubleshooting, revision, and
sustainment. The requirement to use different accounts for research and
development, procurement, and sustainment appears to be a poor fit with this
cycle. The BA 08 Single Appropriation for Software and Digital Technology
Pilot Program, which is further described in Section X, is an effort to address
this issue that is currently limited in scale. As it considers increased
implementation of this pilot program, the Commission must consider not only
the merits of using a single color of money for software but also the risks of
drawing new funding barriers between software and hardware within
programs.

The OUSD(C), working with Congress, could revise the FMR to provide
guidance that funding requested for software refreshes or upgrades would be
available to develop, prototype, test, field, troubleshoot, redevelop, procure,
and sustain in a complete cycle regardless of whether the funding is requested
as O&M, Procurement, or RDT&E. In this scenario, funding for new software
systems fielding would be requested in the primary appropriation of the
program requesting the funding and would continue to be available for the
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same activities over the life of the program. Funding requested in this manner
could also be used for development and testing of hardware incidental to the
development of software.

Potential Recommendation #8 (Key): Create continuous planning, analysis,
and operational measures to inform all PPBE phases.

In a period of sustained strategic competition, rigorous analysis to understand
and respond to the threat environment is necessary to make resource-informed
decisions and ensure defense investments accomplish strategic objectives.

Currently, CAPE is responsible for providing “resource planning, analysis, and
advice on matters relating to the planning and programming phases.” *> With
this in mind, the Commission is considering ways to create an ongoing planning
process with robust analytic processes and metrics aligned with strategic
guidance, to inform all phases of PPBE in a timely manner. This would include:

e Holistic execution phase reviews beyond financial metrics, such as strategic
goals and objectives, operational performance, and other current-year
emerging issues that should be reviewed and inform future budget
decisions. In this regard, the Commission commends the Department’s
ongoing efforts to track NDS implementation through Advana Pulse and the
establishment of the AWG.

e A select number of reviews (similar to SPRs) led by CAPE, the USD(P), and
the Joint Staff J8 Force Structure, Resources, and Assessment Directorate
that would be re-phased to occur before, and to inform, future POM builds.

e Improved joint warfighting assessments and analysis to conduct improved
iterative, rapid, joint wargaming, modeling, and analysis for concept
development, decision support, and warfighting assessments. This could
include outyear assessments of FYDPs against force sizing and shaping
constructs to understand how programs and budgets support strategic
objectives; additional workforce could be required to execute this function
as intended.

e Regular analysis of supporting areas, such as critical infrastructure and
industrial base and supply chain readiness and resiliency.

e Continuous planning to support strategic decision-making at the beginning
of the defense resourcing process. This would be done by providing
analysis and information for strategic decisions, rather than concentrating
on budget-driven, less strategically significant decisions later in the
resourcing process.

e Department IT modernization to support modern analytic, wargaming, and
modeling and simulation capabilities.

[55] DoD Directive 5105.84 Director of Cost Assessment and Program Evaluation, Office of the Chief Management Officer of the
Department of Defense, August 14, 2020, 5, https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodd/510584e.pdf?
ver=2020-08-14-122443-813
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Potential Recommendation #9 (Key): Strengthening the Defense Planning
Guidance.

The Commission continues to consider ways for the Department to produce
actionable, prioritized strategic guidance in relevant timeframes for the PPBE
process. The Commission believes guidance documents should include
mechanisms to incorporate execution year feedback, including measures of
meeting strategic goals, relevant inputs from the Joint Staff and DoD
Components, and end-of-FYDP joint force capabilities assessments.

The Commission believes that using the revised process described above will
generate better guidance and decision information that in turn would allow
DoD to strengthen the DPG to provide greater specificity, particularly in terms
of areas for risk-taking, and linking to force sizing and shaping constructs.

The Commission is also considering possible changes to the phasing and
frequency of guidance documents associated with the PPBE process; current
Title 10, U.S.C requires the DPG to be produced annually in February. The
Commission is considering changes designed to ensure that the DPG can be
produced and provided to the Department in time to better inform the
programming and budgeting phases.

Streamlining programming and budgeting. Current duplication between the
programming and budgeting phases could be reduced to create a more
streamlined process. This would reduce potentially conflicting outcomes
caused by overlapping Program and Budget Review and reduce system and
organizational complexity overall.

In addition, part of the challenge of the current budget structure is that it
requires translation between the programming and budgeting phases.
Consolidation of OSD programming and budgeting IT systems, as discussed in
Section VIl of this report, could create systems and potential workforce
efficiencies to support broader structure, process, and decision-making
reforms. A consolidated, authoritative source for PDMs and PBDs could reduce
the possibility of conflicting or contradictory decisions by using the same
source for different outcomes. Budget structure transformation as discussed
above would also help address duplication and timing challenges by reducing
the need for separate systems and processes to track and record data through
programming and budgeting.
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Actions That Can Be Implemented Now

Action #7: Improve understanding of private sector practices.

The Commission recommends that those personnel heavily involved in PPBE
become more familiar with private sector issues that could influence their work.
Increasingly, DoD needs the assistance of the private sector, including small
business and venture capital firms, to provide the innovation needed to meet
warfighter requirements. The Commission believes that PPBE personnel should
be better informed about private sector firms and their incentive structures to
increase DoD’s understanding about how PPBE decisions impact private firms
and make better decisions during the PPBE process. Familiarization
information should include, but not be limited to, issues such as financial
management in private sector companies including profit and loss
considerations, market analyses that private enterprises use to make decisions
about DoD projects, timelines faced by private sector firms including the short
timelines faced by some small businesses, and differences in the overall culture
between private firms and DoD.

A course of action to achieve needed familiarization with private sector
practices would be based on a renewal of site visits by PPBE personnel to
private companies, which the Commission understands to have been
discontinued in some cases as a result of reduced travel budgets. The
Commission recommends that the USD(A&S) take the lead on formulating a
familiarization program perhaps built on site visits for PPBE personnel most
involved with the private sector. The program should be available within one
year from publication of the Commission’s Final Report. Those formulating the
program should reach out to industry associations for advice and assistance.

Way Forward

At this point in its work, the Commission continues to rely on ongoing research
in this area by Commission staff, the MITRE Corporation, and others regarding
the linkages between strategy and budget. It also anticipates further
deliberation to shape additional recommendations and implementation options.
Through the end of 2023, the Commission will continue to consider and refine
potential recommendations described above, particularly for fundamental
reforms to the budget structure. Overall, the Commission understands that
DoD believes it is making significant progress toward linking budgets to
strategy and looks forward to learning more from DoD regarding ongoing
efforts to improve linkages between budgets and strategy. The Commission
welcomes feedback from stakeholders on these issues. The Commission’s work
on other areas in this Interim Report will also continue to inform its conclusions
regarding strengthening the linkage between budget and strategy.
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SECTION VIl - IMPROVE PPBE BUSINESS
SYSTEMS AND DATA ANALYTICS

What the Commission has Heard and Learned

The Commission has discussed issues related to PPBE business systems and
data analytics with DoD personnel and industry experts. It has also relied on
the experience of its Commissioners and staff who have worked extensively in
DoD financial management, technology, and reform, and well as various
congressional experience. Based on this research and experience, the
Commission has reached several conclusions related to PPBE business systems
and data analytics.

The Commission believes that defense business system transformation is
critical to reforming, accelerating, and providing agility to the PPBE process. It
is not enough to just innovate for warfighting capabilities. The DoD must
ensure its business processes, and the technology that enables those
processes, can support decision-making at speed to deliver outcomes on the
battlefield. The Commission recognizes that the management of defense
business systems, which include PPBE business systems, is a challenging and
complex task within the DoD. For the purposes of this Interim Report, PPBE
business systems refers to financial and financial data feeder systems used for
execution, to include logistics, contracting, installation management, human
resource management, and training and readiness systems, as well as any
specific planning, programming, and budgeting systems. Because of time
limits, the Commission focused on selected systems that most influence the
PPBE process.

The systems being used today to complete the Department’s many complex
tasks run the spectrum from antiquated databases to new and proven
commercial systems, platforms, and tools that leverage artificial intelligence
(Al)-enabled commercial-off-the-shelf (COTS) technologies. Streamlining
these systems, processes, and workflows is essential to enabling personnel to
focus more on critical analysis and less on navigating outdated systems and
processes, leading to increased efficiencies and better warfighter outcomes.
The Department should assign personnel to value-added analytical tasks
requiring critical thinking instead of data entry and spreadsheet comparisons
that are prone to error and labor intensive.

The Commission acknowledges the significant body of work and critical senior
leadership involvement that has supported enterprise deployment of the open
architecture analytics capability, Advana. According to the FMR, “Advana”
(derived from the term “Advancing Analytics”) is a common enterprise data
repository for the DoD required by the NDAA for FY 2018. Advana is a
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centralized data and analytics platform that provides DoD users with common
business data, decision support analytics, and data tools. It was developed by
the OUSD(C) and is now maintained by the CDAO. The ADVANA platform and
program supports the NDS by amassing data that is accessible,
understandable, and usable across the defense enterprise, and by advancing
analytic capabilities to address the complex challenges of the Department.” *¢

The Department has also made significant strides with enterprise resource
planning (accounting) system implementation over the past two decades.
However, the sporadic modernization and consolidation of business systems
has no clear leader driving modernization, standardization, and reconciliation
for the enterprise. It may sound ideal to seek a single end-to-end authoritative
system to govern all PPBE data, processes, and tasks; however, the
Commission finds it cannot recommend nor endorse such a solution at this
time, due to the complex security environment and decades of technical and
functional debt. While the Commission continues to research and review the
DoD PPBE business systems landscape, which is ripe for digital transformation,
it has identified two lines of effort for DoD to build on: (1) modernizing internal
DoD PPBE business systems and (2) increasing data sharing between the DoD
and Congress. Within these two lines of effort, the Commission has identified
four actions that can be implemented now to support further defense business
system and infrastructure reform.

Modernizing internal DoD PPBE business systems

The DoD has many disparate, siloed, and antiquated data sets, platforms,
systems, and tools which make it challenging to share information and provide
analysis for timely and informed decision-making. Because of this, DoD’s
business systems have been on the GAO High Risk List since 1995, and the
challenges of this environment are well documented in over 12 reports issued
by the GAO. The Commission recognizes that recommendations outlined in
this section must build on efforts by the GAO and others to drive the
modernization of DoD’s business systems architecture and applications. The
following are several root causes that have led to this situation.

Lack of clear responsibility and authorities. The defense business ecosystem
has thousands of siloed systems, platforms, and tools and no one has the
complete site picture, as evidenced by the lack of an enterprise business and IT
architecture. The shifting assignment of roles and responsibilities between
organizations for defense business systems has created disconnects in
ownership and leadership of business system responsibilities.

[56] DoD 7000.14-R Financial Management Regulation Volume 1, Chapter 10 “ADVANA - COMMON ENTERPRISE DATA REPOSITORY
FOR THE DEPARTMENT OF DEFENSE”, last modified June 2023,
https://comptroller.defense.gov/Portals/45/documents/fmr/current/01/01_10.pdf.

[57] Government Accountability Office, High-Risk Series - “Efforts Made to Achieve Progress Need to Be Maintained and Expanded to
Fully Address All Areas”, published April 20, 2023, https://files.gao.gov/reports/GAO-23-106203/index.html.
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For example, the DoD CMO, established in 2017, had responsibility for all
defense business systems, yet the USD(C) had functional responsibility for
financial management systems. With the disestablishment of the CMO position
and office,®all defense business systems responsibility has been transferred to
the DoD Chief Information Officer (CIO) and the USD(C).*® The recent
establishment of the CDAO and its authorities and responsibilities has also
added another layer of uncertainty as their data governance role and effort
with Advana are central to the ecosystem. The Commission has continually
heard that this shift in responsibility has left the enterprise questioning the
balance between overarching rationalization and functional management of
business systems.

Years of technical and functional debt. Current legacy systems and processes
do not enable an exclusively digital process within the Department, impeding
data flow and creating duplication and inaccuracies. For example, some
portions of the PPBE process rely on “flat files” (i.e., Word, PDF, and Excel) to
transmit data. This means data is not always searchable or sortable; can
contain errors that become embedded from one format to another and are
difficult to correct; and can become outdated by the time it is received.

The Commission acknowledges that unique security requirements for DoD
programs can also deter the evaluation and adoption of common digital
solutions. The Commission interviewed many commercial providers who cited
significant challenges trying to navigate the defense business system
environment, which is especially true of acquisition timeline barriers such as
authority to operate and Federal Risk and Authorization Management Program
requirements, which can prevent vendors from operating within the DoD
Information Network.

In addition, investing in the underlying business systems that enable mission
execution is not always seen as a priority for resources or attention from
management.60 Although there will be a long-term payback, in most cases the
Department would prefer to invest in high priority operational needs. This
challenge is not unigue to DoD though, as indicated by the December 2022
event where the Southwest Airlines reservation system went offline, stranding
thousands and cost the airline over $1 billion, due to a lack of investment in its
IT infrastructure.” Such events should serve as a warning to DoD to make the
critical investment upfront in addressing the technical inefficiencies of PPBE
related infrastructure.

[58] Public Law 116-283 Section 901. Of the William M. (Mac) Thornberry NDAA for FY 2021, January 1, 2021
https://www.congress.gov/116/plaws/publ283/PLAW-116publ283.pdf

[59] Public Law 117-263 Section 902 of the NDAA for FY 2023, December 23, 2022,
https://www.congress.gov/117/plaws/publ263/PLAW-117publ263.pdf.

[60] United States General Accounting Office, “DoD Business Systems Modernization - Billions Continue to Be Invested with Inadequate
Management Oversight and Accountability”, May 2004, https://www.gao.gov/assets/gao-04-615.pdf.

[61] Radauskas, Gintaras. Cybernews. “Southwest Airlines incidents prove companies need to deal with technical debt - now”, Updated
on April 26, 2023, https://cybernews.com/editorial/technical-debt-southwest-airlines-software/.
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Shortfalls in DoD education and digital culture. Due to the lack of clear
authority for DoD business systems, there is a tendency for DoD Components
to develop or purchase individual systems for individual needs even though
commercial solutions leveraging a modular open system approach “is the
preferred method. This includes customizing commercial systems to conform
to preferred workflows, rule sets, or data elements instead of modernizing
those things to meet the requirements of the new system, thereby negating the
benefits of going to the COTS solution. The DoD must make efforts to
minimally modify COTS solutions to preserve the future ability to upgrade DoD
systems with the new version of that COTS capability, instead of having to
significantly tailor COTS upgrades to maintain bespoke DoD solutions. The
Commission believes that there is an opportunity to increase communication
and education to industry about the process and security constraints imposed
on DoD to achieve a compromise that allows for DoD’s greater use of COTS
systems.

Seeing opportunity in PPBE business systems reform. The Commission
believes the goal of DoD business systems reform should be to provide DoD
leaders with continued access to automated, current, accurate, relevant,
complete, secure, and integrated data that will enable informed decision
making at the speed of relevance.

While the Department currently seeks to manually link the annual budget
request to strategies, such as the NDS, and to the DPG, the Commission
believes harnessing data and visualization platforms can aid leadership
decision-making at speed and strengthen the link of resourcing down to the
BLI back to the overall strategy. Likewise, robust performance metrics from the
execution phase should be leveraged to inform the following fiscal year’s
planning, programming, and budgeting phases.

Leaders at all levels should have standard data and tools for data analysis that
will allow them to make real-time trade-offs for resourcing decisions. At the
same time, increased automation and informed workflows with appropriate
checks and balances will enable personnel to spend their time on more
meaningful analytic tasks, rather than endlessly searching for information;
creating customized charts for specific requests; cross-checking disparate
databases and spreadsheets; and navigating archaic processes and tools.
Systems and tools alone are not sufficient, the DoD must also seek to
strengthen the training and education of the workforce to be able to fully
leverage such capabilities in a meaningful way.

[62] DoD - Defense Standardization Program, “Modular Open Systems Approach (MOSA), https://www.dsp.dla.mil/Programs/MOSA/.
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Actions That Can Be Implemented Now

The actions outlined in this section will help the Department move towards a
foundation and open architecture upon which to build additional capabilities
that will directly support continuous modernization of the PPBE process.
Nothing from this section shall be construed as a means to decrease insight or
visibility by the private sector or public into the DoD budget. The DoD and
Congress should ensure that that any changes retain or enhance current
transparency by providing access to the same data provided publicly today,
adhering to operational security requirements where appropriate.

Action #8 (Key): Continue consolidation of the OSD programming and
budgeting systems.

The OUSD(C) and Director of CAPE should continue to accelerate efforts to
consolidate OSD-level programming and budgeting systems as well as analytic
capability, including providing appropriate enterprise access to PDMs and
PBDs. A single authoritative, integrated, analytic, digital environment for OSD
programming and budgeting will allow increased efficiencies during PBR,
reduce duplication of effort and inaccuracies of data, support better capability
trade-off analysis, and provide clarity for final Department-wide programming
and budgeting decisions. The OUSD(C) and CAPE should also consider co-
location or consolidation of OUSD(C) and CAPE IT offices, including the
Comptroller Enterprise Financial Transformation office (EFT), the Comptroller
NGRMS program located in the Program and Financial Controls Directorate
(P&FC), and the CAPE Program Resources and Information Systems
Management (PRISM) Division. This change would further enable and
accelerate systems consolidation and modernization for OSD programming and
budgeting while creating potential resource efficiencies.

The Commission commends initial efforts made by the OUSD(C) and CAPE to
develop and deploy NGRMS, which will allow a more consolidated view of
programming and budgeting data. It also recognizes that it is easy to
underestimate the many technical and functional challenges to system
consolidation. These include dependencies on cloud and on-premise
infrastructure, multiple classification networks, standardization of data, and
Application Program Interface (API) connections to authoritative accounting
systems. The Commission encourages the OUSD(C) to continue to retire
additional legacy systems and to leverage existing COTS products for the
expansion of NGRMS capabilities according to its existing roadmap.” This
should include analytics tools, cloud offerings, and Al capabilities.

The Commission also commends Service efforts to date to more closely link
programming to budgeting by implementing their own COTS single

[63] Roadmap provided to the Commission by OUSD(C) during a briefing on NGRMS.
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authoritative systems. This recommendation should allow the Services and DoD
Components to maintain appropriate autonomy until their POMs are submitted,
as is current practice.

Action #9: Expand PPBE Analytics via Advana

The Commission recommends the CDAO, the OUSD(C), and the Director of
CAPE provide an implementation plan for the expansion and enhancement of
Advana capabilities to support enterprise PPBE analytics. Such a plan should
include an assessment of the ability for NGRMS to integrate and leverage
Advana capabilities for the PBR process. Ensuring all organizations are
leveraging the same authoritative, transaction-level data will drive more
meaningful data-informed decisions while maintaining appropriate controls.
The Advana platform offers over a hundred existing commercial solutions; open
architectures to bring in additional commercial solutions; development,
security, and operations (DEVSECOPS) practices; existing connections to
authoritative accounting systems for continuous or near-continuous data feeds;
and analytic technologies. As more organizations leverage Advana for pre-
decisional analytics, it will be imperative for CDAO to expand its capabilities for
segmentation and access management.

Since much of the DoD enterprise currently leverages Advana as the
authoritative data management and analytics platform,” this would further
enable a more informed and integrated PPBE process for planning and
programming and budgeting decisions based on prior year’s execution and
operational test data, and well as provide capability for cost forecasting for
inflation and other price adjustments. Leveraging Advana during execution
reviews could support the Department’s ability to assess performance of a
given program, assess obligation and expenditure rates, reprogrammings, and
other year of execution changes, to inform the following year’s programming
process. In addition, capabilities like GAMECHANGER®an Al and natural
language processing application within Advana, could support the financial
management community in the navigation, implementation, and modernization
of relevant PPBE policies or guidance. The Advana platform could also support
reconciliation of data across disparate systems including disbursing, obligation,
funding, and entitlement to general ledger systems and can enable quarterly
dormant account reviews.

The Commission applauds the Navy’s investment in Jupiter, the Navy’s Advana
dashboard, and encourages the Services, USD(C), and CAPE to leverage the
existing infrastructure and analytic capability provided by Advana to the
maximum extent practical.

[64] Department of Defense, Memorandum from the Deputy Secretary of Defense “Creating Data Advantage”, Issued May 5, 2021,
https://media.defense.gov/2021/May/10/2002638551/-1/-1/0/DEPUTY-SECRETARY-OF-DEFENSE-MEMORANDUM.PDF.

[65] Defense Intelligence Agency, "GAMECHANGER - Where Policy Meets Al", February 7, 2022, https://www.dia.mil/News-
Features/Articles/Article-View/Article/2926343/gamechanger-where-policy-meets-ai/
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The Commission also applauds OSD’s effort to implement the PULSE
application as an executive performance analytics capability, which can provide
senior DoD leaders with insight into NDS implementation, Strategic
Management Plan implementation, and Business Health metrics. The
Department should seek to expand the types of data, to include operational
test data, leveraged in Advana to determine program performance and inform
future programmatic and budgetary decisions.

Finally, the Commission recognizes and commends the Department’s efforts to
improve data integrity and standardization, as well as Al capabilities for PPBE
systems and processes. The Commission encourages the CDAO, in
coordination with the USD(C), to continue to seek, develop, and adopt
commercial Al applications for use in PPBE business systems.

Action #10: The OUSD(C), in coordination with DoD Chief Information Officer
(ClIO0), CAPE, and CDAO, should provide to the congressional defense
committees an annual report and briefing on the Department’s strategy for
consolidating, rationalizing, integrating, and modernizing DoD PPBE business
systems, feeder systems, platforms, databases, and tools used to support the
PPBE process.

Such a report should address:
¢ What has been accomplished in implementing the Department’s strategy;
e The roadmap for future consolidation and modernization;
e The on-going process for assessing the PPBE business system environment;
e Efforts being made to provide training of personnel on new systems and
processes related to PPBE.

The report and briefing should also include a progress update by the USD(C),
Service, and DoD Component resources to support implementation of the
strategy. The Commission urges that the first briefing constitute a plan for
future consolidation and modernization of PPBE systems, including resource
needs and timelines for completion. Recognizing that it will take time to create
these plans, the Commission urges that the first briefing take place no later
than six months after the Commission issues its Final Report.

Many business systems support the PPBE process. As noted above, for the
purposes of the scope of this Interim Report, PPBE business systems refers to
financial systems, financial data feeder systems, and planning, programming,
and budgeting systems - with a focus on specific issues related to the systems
that most affect programming and budgeting. However, the Commission
encourages continued consolidation and modernization of all DoD business
systems along the lines of the attributes already identified. Further
consolidation, and elimination of antiquated systems where practicable, will be
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required to maximize financial data analytics for timely decision-making.
Funding will be required to streamline PPBE business systems which must also
be resourced.

While the USD(C) currently has authority over PPBE business systems within
the DoD (10 U.S.C §2222°the Chief Financial Officer (CFO) Act of 1990, DoD
Directive 5118.032and FMR Vol 1 Ch 1),the Commission notes the fragmented
nature of the current management environment for PPBE business systems;
leadership from the most senior level is necessary to ensure true digital
transformation is realized. A single responsible office must be identified to
create focus, ownership, and decision authority to enable digital transformation
at scale. It will also help to facilitate USD(C) and Service resources, manpower,
and technical skillsets necessary for implementation.

The Commission believes the Department must update its instruction on
business systems requirements and acquisition (DoDI 5000.75),° including the
responsibilities of the OUSD(C), CAPE, CDAO, and DoD CIO for overseeing the
business systems to avoid fragmenting the authority provided in the CFO Act.
Congress should also consider the utility of streamlining and/or leveraging
annual PPBE business system reporting requirements, including but not limited
to 10 U.S.C §125a/ 240b.’and 240g”into a single annual requirement that could
consolidate audit compliance and modernization efforts in a holistic reporting
manner.

Significant training and education are critical for the implementation of any
new system or process. The Commission acknowledges the current efforts
underway across DoD to ensure that the workforce is prepared for the cultural
and workflow shift that new systems and tools will bring. These efforts include
OUSD(C) training on the NGRMS and CDAO efforts to establish Advana U, an
online data analytics university, to help educate the DoD workforce further on
leading data analytic applications, tools, and methods. These training and
education efforts should be scaled to meet the needs of the broader workforce,
as modernized systems and advanced analytics become a more regular part of
the DoD business landscape.

[66] 10 U.S. Code Section 2222 - Defense Business Systems https://www.law.cornell.edu/uscode/text/10/2222

[67] Public Law 101-576, "Chief Financial Officers Act of 1990", November 15, 1990, https://www.congress.gov/bill/101st-
congress/house-bill/5687/text

[68] DoD Directive 5118.03, "Under Secretary of Defense(Comptroller)/Chief Financial Officer, Department of Defense”, April 4, 2023,
https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodd/511803p.pdf

[69] Department of Defense Financial Management Regulation Volume 1 Chapter 1"Chief Financial Officer of the Department of
Defense"”, December 2020, https://comptroller.defense.gov/Portals/45/documents/fmr/Volume_O1.pdf

[70] DoD Instruction 5000.75 “Business Systems Requirements and Acquisition”, Last updated January 24, 2020,
https://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodi/500075p.PDF.

[71] 10 U.S. Code Section 125a "Reform: Improvement of Efficacy and Efficiency”, https://uscode.house.gov/view.xhtmI?
reg=granuleid:USC-prelim-title10-section125a&num=0&edition=prelim

[72]1 10 U.S. Code Chapter 9A "Audit, https://www.law.cornell.edu/uscode/text/10/subtitle-A/part-I/chapter-9A

[73] Ibid.
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The Commission encourages DoD to leverage platform and software-as-a-
service (SaaS) commercial solutions and best practices for the purposes of
modernization and integration of current accounting systems. Utilizing as-a-
service offerings will allow DoD to leverage best-of-breed technology without
having to invest in development and then be locked into custom solutions.

The Commission encourages the DoD to continue leveraging direct hire and
enhanced pay authority to support the recruiting and retention of personnel
with the necessary skillsets to carry out these efforts (see Section X for more
details).

The Commission applauds the pathways outlined in the DoD Strategic
Management Plan for FY 2022-2026/*the FY 2022-2026 DoD FM Strategy,”and
the Military Department Financial Management Strategies for transformation of
their individual PPBE business systems and encourages the Department to
continue to establish robust metrics to track modernization of PPBE business
systems.

Finally, the Commission applauds the DoD CIO for the revamped effort to
modernize the Business Enterprise Architecture (BEA) and encourages them to
include their focus on BEA in coordination with the USD(C) for the
identification and rationalization of more than 400+ financial management
systems, platforms, and tools currently in use in DoD.

[74] DoD Strategic Management Plan Fiscal Years 2022-2026, May 12, 2021,
https://media.defense.gov/2023/Mar/13/2003178168/-1/-1/1/DOD-STRATEGIC-MGMT-PLAN-2023.PDF.
[75] DoD Financial Management Strategy FY22-26,
https://comptroller.defense.gov/Portals/45/Documents/DoDFMStrategy/DoD_FM_Strategy.pdf.
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Data sharing between the DoD and Congress

Each year the President submits a budget to Congress, requesting the
authorization and appropriation of funding for the following year’s activities.
Congress requires an extensive amount of information and justification to
understand and act on the budget request. Effective congressional oversight
requires continuous transmission of appropriate, secure, and near real-time
data. At present, there are several significant impediments to the smooth flow
of data from the DoD to Congress.

Culture and process for information sharing within DoD. Checks and
balances, and tensions between and among the Services and OSD, have driven
the establishment of guardrails for data access and sharing of information
between and within the executive and legislative branches. To avoid the
release of pre-decisional information and ensure that statements and other
information provided to Congress are consistent with Executive Branch policy,
the Department has developed a significant coordination process for delivering
answers to Congress, which often contributes to delays in delivery of
information that may no longer be current or relevant. There can also be a
difference among multiple stakeholders within DoD regarding a program’s
status or their beliefs as to what is pre-decisional versus sharable information,
which can give Congress the impression that the information is incomplete,
incorrect, or deliberately misleading even when that is not the intent.

Complexity and volume of data. Funding spread across multiple colors of
money, hundreds of BLIs, and appropriated at different levels with varying
periods of availability, makes it difficult for Congress to track the budget
request for a particular program or effort in a given year, and particularly
across fiscal years. The DoD also struggles to ingest changes made during the
legislative process, such as congressional marks, reporting requirements, and
legislative limitations.

Antiquated methods for data sharing. The current processes and methods for
data sharing tend to be manual and labor intensive. They slow response time,
are prone to error, and are not conducive to efficient real-time updates from
either Congress or DoD. This prohibits real-time mutual transparency of
budget data. Under the current system, DoD shares its information with
Congress through spreadsheets, charts, documents, and PDFs. While these
methods may be searchable, they are also time-consuming to populate, and
make it difficult for Congress to extract the needed data. For example,
Congress, through a congressional reporting requirement, requested DoD
conduct an inventory on how much it is spending on Al. Due to a lack of easily
tracked data, DoD spent considerable resources answering this single question
for Congress. Likewise, Congressional markups of the DoD budget as well as
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congressional language are returned to the Department in PDF tables which
are not easily searchable, sortable, or ingestible. Partly for this reason,
significant manual effort is required to locate and distribute all changes and
accompanying report language.

Seeing opportunity in DoD-Congress data sharing. The Commission believes
that when DoD and Congress need to share data, such sharing should provide
automated, searchable, and sortable access to data that is current, accurate,
relevant, secure, and authoritative. A digital, collaborative sharing environment
would significantly improve data sharing between DoD and Congress, fostering
a culture of transparency and partnership to deliver the best possible outcomes
for both the Department and Congress. This collaborative environment will
facilitate enhanced efficiency of DoD submissions to Congress and subsequent
feedback from Congress to DoD, to the benefit of both.

Actions That Can Be Implemented Now

Action #11 (Key): The CDAO, in coordination with the OUSD(C), should
further develop both classified and unclassified enclaves to share appropriate
budgetary information with Congress and for Congress to share information
with DoD.

The Commission applauds CDAO efforts to date to empower enhanced data
sharing with Congress. The CDAO has been testing multiple avenues for
sharing information with Congress, to include creating an enclave on the DoD
Information Network. The CDAO is also currently experimenting with SUnet
(Secure Unclassified Network), a DoD information platform, which is accessible
by username and password, to provide access to select congressional staff to
instances of DoD applications with appropriate and limited amounts of data for
specific purposes. The Commission encourages CDAO to expand the SUnet
platform for the purposes of the three PPBE applications below.

The Commission urges the CDAO to complete a plan for the implementation of
these recommendations, including resourcing requirements and timelines for
completion, within six months of the issuance of this Interim Report.

Application for delivery of the PB request and budget justification materials.
The Advana platform has the foundation to provide a digital delivery of the PB
request and justification materials through a searchable, sortable database. The
DoD should consider implementation of such delivery in a one-to-three-year
timeframe. Digitization of the annual PB request, leveraging the capabilities
Advana can provide to share data and information with Congress, will ensure
timeliness and accuracy and enable congressional staff to easily parse the
request based on their portfolio.
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In this scenario, J-book data would feed from authoritative J-book writing
systems into a singular enclave that is searchable, sortable, and able to be
updated. The enclave would also support the Commission’s recommendations
on standardization of justification materials and mid-year budget updates as
discussed in Section IV. This is a practice used by other federal agencies, such
as the Department of Homeland Security where agencies and components
build their J-Books in disparate systems which aggregate into a single system.

Application for congressional delivery of data to DoD. The DoD and Congress
should work together to develop a technical solution either directly leveraging
or integrated with the above enclave, to share outcomes of the legislative
process with the DoD in a digestible format, to include congressional marks to
the annual PB request, as well as accompanying congressional report language.
This would significantly reduce work hours and minimize discrepancies once
DoD receives congressional marks, reporting requirements, and legislative
l[imitations. As an interim step, Congress could deliver budgetary markups and
congressional reporting requirements in an Excel format in addition to PDF to
support an easier adoption of changes, while a better capability is being
implemented.

Application for reprogramming actions and execution reports. Above
threshold reprogramming (ATR) requests are a time-consuming administrative
process, requiring the use of PDFs and email delivery to request DoD
leadership, OMB, and Congressional approval. A common enterprise-wide
coordination and tracking system for all stakeholders would significantly
reduce process time, highlight source and requirement trends, and leverage
automation to lessen errors, duplication, or misplacement. As an interim step,
DoD could upload PDFs to the shared SUnet enclave and for Congress to
upload approvals and denials while a better capability is implemented.

Way Forward

During the Commission’s research in support of the actions outlined in this
section, the Commission identified additional areas for potential improvement
that require further discovery, research, and analysis.

The Commission is concerned about the lack of databases, platforms, or tools
to support the planning process. A digitally supported planning process will
provide the necessary data for leaders to make informed planning decisions
based on previous year’s execution. The Commission will continue to work
with stakeholders including the USD(P), Joint Staff, CAPE, Service planners,
industry, and Congress to accurately characterize the current digital footprint
for planning data, the process by which planning data leads into informed
programming and budgeting decisions, and define the tools, processes, and
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human capital necessary for a data-driven future. Digitization and automation
of this process is imperative to fully understanding how resourcing decisions
link to the overall strategic picture.

The Commission has had multiple conversations with DoD regarding the
disparate justification material writing systems. Overwhelming feedback
suggests that they lack standardization and the functionality necessary to
support an integrated delivery of justification materials. The Commission will
be reaching out to stakeholders to discuss ways to automate, standardize, and
digitize justification materials for a more streamlined development and delivery
process.

While standardization and consolidation of major business systems and
improved analytics are a significant step forward, the Commission also believes
additional speed and efficiency can be acquired through selective adoption of
advanced technologies such as Al. In this regard, the Commission will continue
its efforts to identify specific areas where PPBE would benefit from Al
applications, to automate and streamline workflows and bolster data-driven
decision-making to support outcomes on the battlefield. The Commission is
interested in engaging with industry to understand current use cases and
potential applications for Al to support business systems and the PPBE
process.
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SECTION Vill - IMPROVE DOD PROGRAMMING
AND BUDGETING WORKFORCE CAPABILITY

The law establishing the Commission requires that the Commission, in its
Interim Report, provide an assessment of the adequacy of the portion of the
OSD civilian workforce that focuses primarily on programming and budgeting -
that is, civilian personnel in CAPE and the P/B part of OUSD(C). The details of
that assessment can be found in Section X of this report. This section identifies
recommendations stemming from that assessment as well as workforce issues
the Commission expects to consider in its Final Report.

The civilian personnel considered in this section include all of CAPE (164
authorized billets).”* The CAPE personnel support programming, strategic and
operational analysis for planning, and acquisition support related to cost
analysis and analyses of alternatives. Only a portion of OUSD(C) - the P/B
organization— is included in this section given the focus on programming and
budgeting. The P/B organization has 92 authorized billets, slightly over 50
percent of the total number of billets allocated to the OUSD(C). The other
billets in the OUSD(C) are involved in financial management policies and audit
(and so play a role in the execution phase of PPBE), legislative liaison for the
appropriations committees, human capital and other support functions, and
front office staff. The CAPE and P/B billets addressed in this section together
are a tiny fraction of the total number of personnel involved in DoD
programming and financial management. Today DoD has more than 50,000
civilian and military personnel working primarily in financial management. The
CAPE and P/B personnel are equal to only about half of one percent of that
total, though their position near the top of DoD’s resource management
pyramid often gives their work a significance that exceeds their numbers.

Much of the Department’s resource management work is accomplished within
the Military Departments and other DoD Components. This Interim Report
focuses on the personnel who work in programming and budgeting within OSD
consistent with the statutory direction given to the Commission.

The workforces in the offices of the Comptroller and CAPE are extremely
productive and represent the Department and federal government well.
Unfortunately, they are also among the most overworked. Readers are
encouraged to read the details of the OSD workforce assessment provided in
Section X. For those readers interested primarily in the Commission’s
recommendations, the following bullets summarize key aspects of the findings,
with a focus on those that most influenced the recommendations:

e CAPE has the lead in the programming phase of PPBE while P/B has the

lead in the budgeting and execution phases;

[76] Report to Congress. “Effectiveness of the office of Cost Assessment and Program Evaluation.” 30 January 2023.
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e CAPE is experiencing some recruiting challenges; about 18 percent of its
authorized civilian billets were vacant, as of first quarter FY 2023;

e P/B is experiencing challenges with both recruiting and retention;

o The current annual loss rate is about 16 percent, which is near the
highest level in recent history; about 12 percent of P/B’s authorized
billets were vacant, as of first quarter FY 2023.

o These figures suggest a P/B staff that is stressed because of a heavy
workload; Commissioners were told that many P/B staff, especially
Senior Executive Service (SES) staff, work extensive overtime, and year-
round tasks leave little time for training, leave, and a reasonable work-
life balance.

e The Commission may recommend PPBE improvements that will take effort
to implement, and CAPE and P/B will have key roles in those
implementation efforts, likely further exacerbating these challenges; and

e Despite these workforce challenges, the Commission assesses that both
CAPE and P/B provide DoD with strong support during the PPBE process.

Based on its research and the knowledge of the Commissioners and staff, this
Interim Report offers three actions for strengthening the programming and
budgeting workforce in OSD and identifies one issue on which further research
and deliberation is particularly warranted prior to issuance of the Commission’s
Final Report.

Potential Recommendations Requiring
Stakeholder Feedback and Additional Assessment

Potential Recommendation #10: Increased staffing levels.

The Commission is concerned about staffing levels in CAPE and, to an even
greater degree, in P/B. The Commission is gathering more information and
may make specific recommendations in its Final Report.

The Commission is especially concerned about staffing stress in the P/B
organization, which has been occurring for many years and for a number of
reasons. The P/B staff levels have decreased since FY 2002 (from 98 to 92)
even though the total defense budget, after adjustment for inflation, has grown
by almost two-thirds since FY 2000. The P/B staff levels do not need to
increase in proportion to the defense budget, but much larger budgets
generate additional needs for review and hence require some staff increases.
The past couple of decades have also witnessed a number of crises that have
generated needs for supplemental funding and other financial changes. Crises
have included 9/11, the Irag and Afghanistan wars, sequestration cuts in
FY 2013, government shutdowns, regular CRs, the Red Hill Water Crisis, and
most recently a series of supplemental appropriations to assist Ukraine. Each
of these events has added significantly to the P/B workload.
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Because of these events, there are few periods when P/B workload is normal.

The budget formulation phase gives way to defense of the budget before
Congress, while during that same time and throughout the rest of the year P/B
is overseeing and supporting execution of the current-year budget including
accommodating seemingly ever-present financial crises. That results in little
downtime for training, leave, addressing long-term issues (e.g., routinely
updating the FMR), and general work-life balance. The assessment in Section X
provides more detail on these trends.

Moreover, this Commission’s recommendations and P/B’s own plans may add
to its workload. The Commission has already recommended a number of
improvements in this Interim Report and will no doubt recommend more in its
Final Report. A number of these recommendations will add to workload
throughout the FM community, certainly including P/B. The P/B organization
has its own proposed improvements to include enhancing NGRMS and making
more use of Advana in ways that may eventually reduce workload and improve
analyses; however, in the near term there will be workload increases to develop
new techniques and train analysts on their use. The P/B organization also
seeks billets to grow junior analysts.

Overall, the Commission is concerned that, unless changes are made, P/B will
not have the capability to meet all its required workload while providing a
reasonable working environment and work-life balance necessary to recruit and
retain a high-quality workforce. One change as discussed above, would involve
reductions in P/B workload. Also recommended is a rationalization of the P/B
structure as well as a look between organizations like CDAO and P/B for ways
to reduce workload and any overlap. Additional staff may also be needed. The
Commission notes that DoD has not requested additional staff for P/B and
urges DoD, the USD(C), and P/B leadership who have indicated a need for
more staff, to provide the Commission with their assessment about whether
staffing in P/B needs to increase. Based on these factors and information, the
Commission will make a decision about whether to recommend additional staff
for P/B in its Final Report.

The P/B organization also needs to consider new ways to fill its current vacant
civilian billets (which today number about ten) along with any added billets.
The Commission noted that P/B plans to improve recruiting and further
recommends that P/B, where it can legally do so, make greater use of
contractor personnel. Today CAPE has a total staff in excess of 300 personnel
with roughly half of them being contractors. Contractor personnel cannot
perform inherently governmental work or make budget decisions but can
support such work. The P/B organization should determine if there are tasks
that could be performed by qualified contractor personnel. Perhaps, as a start,
P/B could consider whether contractors could gather information for
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budgetary reviews, formulate options and implement plans for tasks including
those related to proposals from the Commission, and train P/B analysts on new
budget techniques. In making these determinations, P/B must ensure that
contractor personnel would not be performing inherently governmental work
or closely related work. While formulating recommendations for the Final
Report, the Commission is interested in hearing more from the USD(C) and P/B
leaders about ways to improve staffing levels by making more use of
contractors.

Actions That Can Be Implemented Now

Action #12 (Key): Continue the focus on improving recruiting and retention.

Both CAPE and P/B realize they need to recruit more personnel with the right
analytic skillsets. While continuing to recruit personnel from the Military
Departments and DoD Components who have the appropriate analytic skills
and experience, CAPE has been strengthening its recruiting pipelines, which
include greater use of American Association for the Advancement of Science
Fellowships; the Presidential Management Fellows Program; the John S. McCain
Strategic Defense Fellows Program; Inter-government Personnel Act
placements and details; and outreach to recent university graduates with
advanced degrees. For its part, P/B is considering trying to hire more junior
analysts and provide holistic training in addition to recruiting senior personnel
from the Military Services. There are currently some Presidential Management
and McCain Fellows who serve in P/B as junior analysts, which is promising. If
P/B can identify a few billets, it plans to try to keep some of these Fellows in
financial management, seeking to broaden their skills and experience through
service in the Services and DoD Components with the hope that some would
eventually return to P/B.

The Commission commends these efforts and recommends that CAPE and the
P/B portion of the OUSD(C) go further and seek support from the Department
for incentives for recruiting and retention. They could include:
e Pay enhancement authority that would permit paying senior or skilled
personnel at higher rates;
e Recruiting and retention bonuses that would allow paying bonuses to new
hires;
e Expansive use of Direct Hire authority to speed the process of hiring new
personnel;
e Broader use of social media to make potential candidates better aware of
opportunities in CAPE and P/B; and
e Providing modest telework opportunities as a recruiting and retention
incentive.
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Action #13: Streamline processes and improve analytic capabilities to reduce
workload.

Ways to reduce demands on personnel involve streamlining processes and
improving analytic capabilities. In P/B they could reduce some workload, for
example, by asking for revisions in the policy that requires the USD(C) to
review and coordinate on all congressional reporting requirements. In addition,
other senior staff of SES members within the OUSD(C) could be the final
approval authority for many documents and actions, instead of the current
process that requires all packages be approved by the USD(C). This small
change would eliminate many steps and save significant staff time spent
working that coordination effort up through the USD(C) chain of leadership.

Also promising in terms of workload reduction is greater use of the NGRMS - a
single system now being used to record changes in data made during both the
programming and budgeting phases of PPBE. The P/B leaders indicated that
the current version of NGRMS is already providing some help in reducing
workload by avoiding data re-entry and corrections as there is no longer a
need to reconcile between the two previous legacy systems it replaced. Later
versions of NGRMS should assist P/B analysts during the budgeting phase, for
example during pricing reviews, which should further reduce workload. More
and better use of the Advana system should also help reduce workload as
analysts become more familiar with its capabilities. The Advana platform has
already helped in assembling data for submission of supplemental
appropriations for Ukraine, and it has also been used to analyze spend plan
variances. The plan is to broaden the use of Advana to do budgetary trend
analysis. It will also be used to identify misreported transactions and support
actions to improve the accuracy of spending reports.

The Commission also believes that workload could be reduced by streamlining
the organization within P/B and the OSD staff. The USD(C) has created an EFT
office in addition to the existing P&FC office. These offices appear to have
some overlapping responsibilities, particularly in the management of the
budget database and other IT capabilities. The DoD has also created the
CDAO, which is responsible for speeding the adoption of data analytics and Al,
providing the appearance to the Commission that there may be overlaps
among these offices. Eliminating these overlaps may help P/B streamline its
workload.

As noted in the Commission’s assessment of the CAPE and P/B workforces,
both offices appear to be providing strong support to the PPBE process (See
Section X for further details). The recommendations in this section should
further improve the analytic aspects of this support.
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Way Forward

In its Final Report, the Commission intends to address the programming and
budgeting workforce in the Military Departments and Services to provide a
more complete analysis of the sufficiency of the entirety of the PPBE

workforce.
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SECTION IX - COMPLETE LIST OF POTENTIAL
RECOMMENDATIONS AND ACTIONS

Potential Recommendations Requiring
Stakeholder Feedback and Further Assessment

1. Appropriation availability.

e The Commission is considering recommendations to address challenges
associated with current appropriation availability including: (1) two-year
minimum availability for all appropriation accounts; (2) two-year availability
for certain appropriation account activities such as for MILPERS PCS costs
and FSRM projects; and (3) carryover of a percentage of MILPERS and O&M
to cross a fiscal year.

e Refer to Section V, page 35 for more detailed information.

2. Modify internal DoD reprogramming requirements.

e The Commission is considering recommendations to streamline the
Department’s internal reprogramming procedures: (1) USD(C) could
delegate a share of general transfer authority to the Military Departments
on an annual basis; and (2) USD(C) could delegate BTR authority, to
specified dollar levels, to commanders and PEOs who seek to move money
within their own portfolios.

e Refer to Section V, page 36 for more detailed information.

3. Modify thresholds for BTRs.

e The Commission is considering recommendations to include: (1) allowing
reprogramming of a small percentage of an appropriations account with
regular congressional briefings in lieu of advance congressional approval
with provisions to ensure Congressional oversight; (2) adjusting existing
thresholds to levels more commensurate with historic authority and
inflation; and (3) simplifying new start notifications.

e Refer to Section V, page 37 for more detailed information.

4. Address problems caused by CRs.

e The Commission is considering recommendations to ensure the DoD can
continue to respond to developing circumstances and take advantage of
emerging opportunities during a CR by: (1) permitting select new starts in
the limited circumstances where the program to be initiated is included in
the PB and has not been disapproved in an Authorization or Appropriation
Bill in either chamber; and (2) allowing limited reprogramming under the
same circumstances.

e Refer to Section V, page 39 for more detailed information.
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5. Budget structure transformation.

e The Commission is considering transforming the structure of DoD
appropriations by reorganizing appropriation, account, program, and
lifecycle (colors of money) to a proposed structure of Service/Agency, then
Capability/Major Activity Area, then System/Program, then Life Cycle Phase
with three options that range from the most ambitious to the least
ambitious degree of change for the DoD and Congress to pursue.

e Refer to Section VI, page 54 for more detailed information.

6. RDT&E BA consolidation.

e The Commission is considering a recommendation related to budget
structure and the consolidation of current RDT&E BAs to reflect current
technology development paradigms and improve agility for programs.

e Refer to Section VI, page 57 for more detailed information.

7. Addressing colors of money.

e The Commission is considering recommendations to address challenges
associated with the current color of money to include: (1) aligning color of
money to an organization’s purpose or mission, rather than the activities
performed with the money on a specific contract; and (2) revising existing
rules to allow Procurement, RDT&E, or O&M funds to be used for the full
cycle of software development, acquisition, and sustainment.

e Refer to Section VI, page 58 for more detailed information.

8. Create continuous planning, analysis, and operational metrics to inform all
PPBE phases.

e The Commission is considering ways to create an ongoing planning process
with robust analytic processes and metrics aligned with strategic guidance,
to inform all PPBE phases in a timely manner to include: (1) holistic
execution phase reviews beyond financial metrics; (2) a select number of
reviews led by CAPE, the USD(P), and the Joint Staff J8 (similar to SPRs) to
inform future POM builds; (3) improved Joint warfighting assessments and
analysis; (4) regular analysis of supporting areas, such as critical
infrastructure and industrial base and supply chain readiness and resiliency;
(5) continuous planning to support strategic decision-making at the
beginning of the defense resourcing process; and (6) Department-wide IT
adoption and modernization to support modern analytic, wargaming, and
modeling and simulation capabilities.

e Refer to Section VI, page 60 for more detailed information.

9. Strengthening the DPG.
e The Commission continues to consider ways for the Department to produce
actionable, prioritized strategic guidance in relevant timeframes for the
PPBE process to include mechanisms to incorporate execution-year
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feedback, including measures of meeting strategic goals, relevant inputs
from the Joint Staff and Components, and end-of-FYDP joint force
capabilities assessments. The Commission is considering possible changes
to the phasing and frequency of guidance documents associated with the
PPBE process and ensuring the DPG is produced and provided to the
Department in time to inform the programming and budgeting process.

e Refer to Section VI, page 61 for more detailed information.

10. Increased staffing levels.

e The Commission is concerned about staffing levels in the CAPE and
OUSD(C) P/B organizations. The Commission has recommended actions
that can be implemented now, like the mid-year update, as well as potential
recommendations that may add workload to these organizations, such as
increased analytic support to the PPBE process.

e Refer to Section VI, page 77 for more detailed information.

Actions That Can Be Implemented Now

1. Institutionalize a mid-year budget update briefing with key staff on the
congressional defense committees related to both the DoD budget proposal
and budget execution.

e The mid-year update briefing should discuss the Omnibus reprogramming
indicating its overall intent, how it relates to DoD strategy, and how current-
year activities have affected the PB request including factors such as
technology changes and program shifts that have altered resource needs.

e Refer to Section IV, page 19 for more detailed information.

2. Restructure the justification books to provide needed content in a common
format.

e The DoD should work with Congress to establish common formats and
content for the J-books. There should be consistent language and depth of
budgetary and programmatic content where there are cross-cutting
programs and activities, such as the RDT&E S&T budget lines and the O&M
readiness accounts.

e Refer to Section IV, page 21 for more detailed information.

3. Improve training for preparation of budget justification materials.

e The Commission recommends creation of training courses for various types
of budget justification materials, including J-books, data files, and staffer
briefings; course material should be created for financial management and
acquisition personnel, and for other groups as needed. This should include
encouraging flexibility in justification material to address new opportunities.

e Refer to Section |V, page 21 for more detailed information.
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4. Improve training for DoD liaisons.

e The OSD Legislative Affairs, in coordination with OSD Comptroller’'s BAA
office, should provide standardized, structured training that adopts best
practices from the Services and DoD Components for both appropriation
and authorization legislative liaisons to improve engagement with Congress
and cross-communication between both branches.

e Refer to Section IV, page 23 for more detailed information.

5. Systematically review and consolidate BLlIs.

e The DoD could systematically review budget line items and work with the
congressional defense committees to rationalize and consolidate where
appropriate.

e Refer to Section V, page 41 for more detailed information.

6. Systematically review and update PPBE-related guidance documents.

e The OUSD(C) should dedicate staffing to ensure sufficient review and more
frequent update to PPBE-related guidance documents, with an update at
least every three years. This includes a dedicated tiger team to review and
issue updates to the FMR.

e Refer to Section V, page 42 for more detailed information.

7. Improve understanding of private sector practices.
e Personnel heavily involved in PPBE should become more familiar with
private sector issues and incentives that could influence their work.
e Refer to Section VI, page 62 for more detailed information.

8. Continue consolidation of the OSD programming and budgeting systems.

e The USD(C) and Director of CAPE shall continue to accelerate efforts to
consolidate OSD-level programming and budgeting systems, including
providing appropriate enterprise access to PDMs and PBDs, and consider
co-location or consolidation of OUSD(C) and CAPE IT offices, including the
Comptroller EFT Office, the Comptroller NGRMS program located in the
OUSD(C) P&FC Directorate, and the CAPE PRISM Division.

e Refer to Section VI, page 67 for more detailed information.

9. Expand PPBE analytics via Advana.

e The CDAO, USD(C), and Director of CAPE should provide an
implementation plan for the expansion and enhancement of Advana
capabilities to support PPBE analytics. The OSD should continue to lower
the barrier to entry by allowing the Services to leverage current
infrastructure without direct investment or through an open blanket
purchase agreement contract vehicle, as appropriate.

e Refer to Section VII, page 68 for more detailed information.

COMMISSION ON PPBE REFORM

85



LIST OF ACTIONS AND POTENTIAL RECOMMENDATIONS

10. The OUSD(C), in coordination with DoD Chief Information Officer (ClO),
CAPE, and CDAO, should provide to the congressional defense committees
an annual report and briefing on the Department’s strategy for consolidating,
rationalizing, integrating, and modernizing DoD PPBE business systems,
feeder systems, platforms, databases, and tools used to support the PPBE
process.

e The report should address what has been accomplished in implementing the
Department’s strategy; the roadmap for future consolidation and
modernization; the on-going process for assessing the PPBE business
system environment; efforts being made to provide training of personnel on
new systems and processes related to PPBE; and include an assessment of
the sufficiency of OUSD(C), Service, and DoD Component resources and
manpower to support implementation of the strategy.

e Refer to Section VI, page 69 for more detailed information.

11. The CDAO, in coordination with the OUSD(C), should further develop both
classified and unclassified enclaves to share appropriate budgetary
information with Congress and for Congress to share information with DoD.

e This should address applications in increments for delivery of the PB
request and budget justification materials, congressional delivery of data to
DoD, reprogramming actions, and execution reports.

e Refer to Section VII, page 73 for more detailed information.

12. Continue the focus on improving recruiting and retention.
e The CAPE and P/B organizations should seek support from the Department
for a variety of recruiting and retention incentives.
e Refer to Section VI, page 79 for more detailed information.

13. Streamline processes and improve analytic capabilities to reduce
workload.

e The Commission suggests actions that could reduce workload in the
OUSD(C) P/B organization such as reviewing coordination requirements,
increased use of Advana, and streamlining the organization.

e Refer to Section VI, page 80 for more detailed information.
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SECTION X - REQUIRED ASSESSMENTS

This section of the Interim Report presents and summarizes findings required
by Section 1004 of the NDAA for FY 2022 and which are sometimes discussed
in greater detail in previous sections of this report or as part of the
Commission’s actions that can be taken now or potential recommendations
requiring feedback.

A. Key Documents, Processes and Outputs

The Commission examined the key PPBE documents and processes directed
for review in Section 1004 as well as other processes. This section discusses
the documents and findings related to the PPBE steps that create the
documents. Findings reflect research prepared for the Commission as well as
Commission interviews and the professional experiences of the Commissioners
and Commission staff. This section and the subsequent section benefits from
research performed for the Commission by the Institute for Defense Analyses
(IDA). The IDA’s research results will be published separately.

Documents discussed in this section include:
e Defense Planning Guidance
e Program Objective Memorandum
e Fiscal Guidance
e Future Years Defense Plan
e Integrated Program and Budget Review Guidance
e Budget Estimate Submission
e President’s Budget

The Commission has heard that the formal PPBE process tends to favor an
Industrial-Age approach that better supports large capital expenditures for
major weapon systems and discourages investments in software or smaller
technologies. The processes and timelines discussed in this, and the next
section focus on the typical schedules; however, there can always be changes
based on senior leader decisions and direction.

During Commission interviews and research, a number of concerns were raised
about the planning phase of the current PPBE process including that the DPG
document, produced at the end of the planning phase and due annually in
February, is often delivered too late to reflect the DPG guidance in the Service
POMs. More fundamentally, critics expressed concern with the planning phase
stating that the DPG did not identify force levels and capabilities or areas
where risk could be taken, or at least broad options for these fundamental
issues, leaving that task to be addressed in the programming phase. Some
critics also argued that the planning phase does not provide sufficient analysis
of these issues, again leaving that effort to the programming phase.

COMMISSION ON PPBE REFORM 87



SECTION X

The Commission did not have any access to planning materials, to include the
DPG, which DoD regards as an internal pre-decisional document so was not
available to a legislative Commission. However, some Commissioners and staff
have had access to past DPGs and so have experience with them; the
Commission was told that DoD is working to address these concerns.

The programming phase, and the POM submission that results from this phase,
handle many of the tasks associated with translating planning guidance and
strategy documents into specific programs. As discussed above, the
programming phase must sometimes handle fundamental issues like
determining force structure, which leaves organizations with less time to
accomplish tasks like ensuring compliance with the DPG. The programming
phase must sometimes accommodate changes in funding for the DoD, which
can shift due to external influences like late congressional budget decisions
that affect current and future budget levels. With its many burdens and the
challenges of making difficult budgetary choices, the programming process
often runs late and ends just a few weeks before the budget must be
submitted, leaving little time for the budgeting phase of PPBE.

The Commission is considering these programming challenges and may make
additional recommendations in its Final Report.

Lack of time to accomplish the budgeting phase of PPBE, which starts with the
Component BES documents and ends with the DoD input to the PB request,
has forced DoD to submit budgets that are not always as carefully priced,
evaluated for executability, or documented to the degree the Department
would prefer if there were more time. This challenge can be further
exacerbated if there are sharp changes in funding limits that occur during the
budgeting phase, which require revisiting earlier program decisions.

The Commission is considering these budgeting challenges and may make
recommendations in its Final Report.

The last phase of PPBE, which focuses on managing execution and
performance against established plans, must comply with many thousands of
pages of laws and regulations. It is also during this phase that factors such as
technology and fact of life changes can require rapid shifts in appropriated
funds through realignments and reprogramming actions. Execution reviews are
conducted at various echelons and the Mid-year Execution Review with the
USD(C) supports large reprogramming decisions submitted in the Omnibus
reprogramming, as well as informs out-year budget decisions. Programmatic
and financial execution is closely monitored throughout the fiscal year, but
especially during the last quarter. Annual funds must have sufficient funding in
the right accounts to support a smooth fiscal year close, and the O&M accounts
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must comply with the statutory 80/20 rule for execution.

The Commission is focused on how to provide the DoD with much needed
flexibility to support adoption of innovation, faster delivery of capability to the
warfighter, and respond to emergent changes while also maintaining
congressional oversight. Figure 11 below summarizes information about the
four phases.

Figure 11: Table created by Congressional Research Service (CRS) based on CRS In Focus IF10429, Defense Primer: Planning,
Programming, Budgeting, and Execution (PPBE) Process; and DoD, Defense Acquisition University (DAU) references.

Phase Description Lead Actor OQutput(s)
Planning Review strategic guidance  Under Secretary of Chairman’s Program
Assess threats Defense for Policy Recommendations (CPR)
Evaluate takeaways from Defense Planning Guidance
war games (OPG)
Identify capability gaps and Fiscal Guidance (FG)
risks
Programming Translate planning Director, Cost Program Objective
decisions into program Assessment and Program  Memorandum (POM)
and resource Evaluation (CAPE) Resource Management
requirements Decisions (RMDs;
Consider program programmatic)®
alernatives Future Years Defense
Develop five-year Program (FYDP) updates
projections for forces,
personnel, funding
Budgeting Review budget Under Secretary of Budget Estimate Submission
justifications Defense (Comptroller) (BES)
Consider funding RMDs (programmatic):
alternatives FYDP updates
Prepare budget (incorporating RMDs)
submission DOD portion of President’s
budget request
Execution Assess output to planned  Multiple: Under Secretary  Assessments (internal
performance of Defense (Comptroller)  reviews by OSD and DOD
Adjust resources, as and DOD component components)
necessary financial managers Reprogramming actions and
transfers (including external
interactions with Congress)

Defense Planning Guidance. Typically, a classified document, the DPG is
developed annually by the Secretary of Defense, with the advice of the CJCS,
USD(P), and OSD CAPE establishing “goals, priorities, and objectives, including
fiscal constraints.” ” Due in February each year and informed by the NSS, NDS,
and NMS, the DPG serves as the primary output of the planning process to
inform development of the POM and BES. Specifically, the DPG includes:

e the priority military missions of the Department, including the assumed
force planning scenarios and constructs;

e the force size and shape, force posture, defense capabilities, force
readiness, infrastructure, organization, personnel, technological innovation,
and other elements of the defense program necessary to support the
[NDS]J;

e the resource levels projected to be available for the period of time for which
such recommendations and proposals are to be effective; and

[77]1 U.S.C. 8113(9)(2)(A).
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e a discussion of any changes in the strategy and assumptions underpinning
the [NDS].”7®

Development typically begins with assessing strategic guidance, analytic
products, and top-down guidance from the Secretary or Deputy Secretary of
Defense to establish broad priorities. The process generally includes several
opportunities for DoD senior leadership to provide input in what has been
described to the Commission as a consensus-building process to include the
input of as many stakeholders as possible.

In addition to issuing the NMS, the CJCS delivers the Chairman’s Program
Recommendation (CPR) to the Secretary of Defense. As described by the
Congressional Research Service (CRS), the CPR serves as “the CJCS’s direct
input to the DPG and incorporates the CJCS’s military advice on programming
priorities... [and] is based in part on a capability gap assessment performed by
the Joint Requirements Oversight Council, including priorities identified by
combatant commanders known as Integrated Priority Lists and by the Chief of
the National Guard Bureau.””®

Fiscal Guidance and Integrated Program and Budget Review Guidance. The
issuance of FG by the Deputy Secretary of Defense often kicks off the formal
programming process with latest top-line information from OMB, key
leadership assumptions, and projected timelines. This provides fiscal
constraints or total obligation authority (TOA) controls to each Military
Department, and to appropriate oversight stakeholders for the other DoD
Components under their purview, for both the budget year and FYDP, along
with any specific guidance on must-funds or priority directions. While the FG
should be released in the February each year, many Components begin
preparation of their POM several months sooner and adjust upon receipt of a
formal top-line. The Army, for example, may begin their programming process
and requirements validation as early as late summer or early fall prior to release
of the FG.

The CAPE and the USD(C) issue integrated PBR guidance that is often over 100
pages long describing how the programming and budgeting phases will be
conducted. This may include requirements for any changes in process,
justification materials formats or information, CAPE Select and Native
Programming Data (SNaP) exhibits or data, additional information the USD(C)
may want to collect, and other goals of the Administration and the Secretary of
Defense.

Program Objective Memorandum. The programming process largely seeks to

balance requirements, or the DoD’s wants and needs, with resources. The POM
[78] U.S.C. M13(9)(2)(A).

[79] CRS Report based on. CJCSI 3100.01E Joint Strategic Planning System, Joint Staff, May 21, 2021, G4 to G-5,
https://www.jcs.mil/Portals/36/Documents/Library/Instructions/CJCSI%203100.01E.pdf?ver=H90hq7r7eGlYzL40AeUpOW%3D%3D
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is a formal proposal from the DoD components, including the Services, the
USSOCOM, and the Missile Defense Agency to the OSD identifying TOA
allocations by program to meet the intent of the DPG and additional
Component-specific guidance. Based on toplines provided in the FG, the POM
provides insight on how each Component intends to achieve intended goals
and priorities across the FYDP.

The POM is typically based on a series of cost estimates and assumptions that
includes requirements validation, investment or divestiture decisions, reduction
options, and an analysis of alternatives. Once complete, the POM is sent to
CAPE for Program Review as an electronic database with funding spreads by
BLI by year. This submission is often accompanied by SNaP exhibits, found in
the CAPE SNaP Input System, detailing specific, non-standard program and
budget data information not found in the formal FYDP structure. This may
include information such as total square footage, quantity of IT systems
supporting a certain effort, or sub-BLI data such as expenditures on PFOS
(perfluorooctane sulfonate) and PFOA (perfluorooctanoic acid) which may be
funded in multiple BLIs. Decisions resulting from Program Review are
documented in PDMs (they have also been called RMDs) which, during a year
with normal timelines, inform budget review.

Future Years Defense Program. The FYDP is a forecast of recommended
funding, manpower, and forces - aligned by DoD program - over a five-year
period reflecting the “estimated expenditures and proposed appropriations
included in that budget...cover[ing] the fiscal year with respect to which the
budget is submitted and at least the four succeeding fiscal years.”* The FYDP
is a planning tool to allow the DoD to project outyear shifts in programming
that may require a multi-year phased funding approach, advanced fiscal
support, or funding tails. Examples may include a shift in research and
development priorities, choosing a higher-priority procurement effort that may
require a long lead time, or emerging priorities that may require resourcing
over multiple years, such as achieving energy and climate initiatives by a
certain fiscal year. The language in Title 10, U.S.C §221 further stipulates that
the FYDP shall be submitted by the Secretary of Defense no later than five
days after the PB is submitted to Congress. While the details of the FYDP, in
aggregate, are classified, Section 1042 of the NDAA for FY 2018 (P.L. 115-91) --
matters relating to the submittal of the FYDP -- amended by 10 U.S.C §221
require each FYDP to be available electronically in the form of an unclassified
database, and to deliver printed copies of each program to the congressional
defense committees.®

Prior to the 1950s there was not a uniform budget structure, and the Military
Departments designed their own specific appropriations. The Department

under the Hoover administration designed a unified appropriation structure

[80]10 U.S. Code §221
[81] https://www.congress.gov/115/plaws/publ91/PLAW-115publ91.pdf
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that would provide appropriate oversight and help them manage and
understand the linkage between the strategy and budget request.* Figure 12
below, as provided by the IDA, shows a hypothetical example of the format
used for the FYDP, which is made up of Program Elements (PE) describing the
resources allocated to activities and programs. *

Figure 12: DoD FYDP PE Example Source: Institute for Defense Analyses

DOD FYDP Program Element Example
(PBR 2016 Notional Data)

F-16 Squadrons Program Element (0207133F)

Prior Current | Budget

Year Year Year Forces
(PY) (CY) (BY) Only
FY14 FY15 FYi6 FY17 FY18 FY19 FY20 |FY21-23
Dollars - millions
Research & Development 297 110 81 71 a7 86 86
Aircraft Procurement 624 240 298 542 SlZ 298 298
Other Procurement 0 0 0 0 0 0
Military Construction 0 0 0 0 0
0&M 685 830 708 703 695 890 690
Military Personnel 595 644 687 703 713 742 742
Total Funding 2,205 1,823 1,774 2,019 2,017 1,817 1,817
Manpower
Active Officers 1,150 1,153 1,135 1,135 1,135 1,135 1,135
Active Enlisted 12,199 13478 13,324 13,320 13,320 13,323
Civilian - Direct Hire 188 185 185 185 185 185 185
Civilian - Fgn Hire 17 17 17 17 17 17 17
Total Personnel 13,554 14,833 14,8661 14657 14857 14660 14,660
Forces/Equipment
F-16 Aircraft (PAA) 420 420 414 414 410 400 390 390

The example provides the breakdown for a single PE for F-16 squadrons; PE
0207133F includes manpower authorizations, resources for peculiar and
support equipment, necessary facilities and costs for wing headquarters,
tactical fighter squadrons, avionics maintenance, field maintenance,
consolidated aircraft maintenance, munitions maintenance, and weapons
system security.

The FYDP is aggregated under 12 formal Major Force Programs (MFP) which
are each a collection of TOA, manpower, and forces data. Each MFP consists of
PEs of which the MFP is identified by the first two digits of the PE. The
structure is further broken out by Component (military Service or Defense
Agency, for example), and appropriation (e.g., Procurement or MILCON). This
combination of PE, Component, and appropriation includes thousands of
unique values. Beyond the PE-level in the FYDP, each PE can further be broken
down into BLlIs, that are used to track, identify, and appropriate resources. Not
all appropriations use the same line item as their primary level of control. For
instance, the O&M appropriations use BAs (e.g.,, BA O1: Operating Forces) and
Sub-Activity Group (SAG) (e.g.,, SAG 131: Base Operations Support) as the BLI.
In contrast, the Procurement appropriations use the P-1 Line-ltem Number and
the Line Iltem Title(e.g.,, P-1 #4 and Line Number 0363G85200 is Stryker
Upgrade) or the RDT&E appropriations use the PE as the BLI and primary

[82] OSD Historical Office, Information Paper: A Brief History of the Planning, Programming, Budget, and Execution System, , February
18, 2022, 9

[83] Figure 5 from IDA Final Report, 23. COMMISSION ON PPBE REFORM 92
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means of funds control. Using RDT&E as an example, the last digit identifies
the Component responsible for that PE (e.g., A is Army and BB is USSOCOM).

This crosswalk of PEs to Components and appropriations allows for a multi-
dimensional view of the DoD FYDP that is organized by functional or
organizational resources.

Budget Estimate Submission. In a year with typical timelines, the BES is
submitted to the USD(C) during the late summer which kicks off a formal
Budget Review. The BES serves as a translation of the POM from program-
level detail to the formal FYDP budget structure discussed above, which is
different depending on the appropriation. For O&M, the SAG is the lowest level
of detail; for RDT&E, the PE with details by project is the lowest level of detail;
the lowest level of detail for Procurement is the line item; MILCON is submitted
at the individual project level; and MILPERS is submitted by BA.

With guidance from OMB, the USD(C) reviews the BES for consistency with
senior leadership direction and feasibility of execution within the budget year.
Any resulting changes are documented in PBDs (they have also been called
RMDs), which direct the Components to make changes. Similar to the POM, the
BES is submitted through an electronic database from the DoD Components to
the USD(C). The formal BES submission is typically accompanied with
supporting budget justification material explaining resource allocations and
decisions. The BES serves as the basis for Budget Review, which in turn
becomes the PB request after incorporating all program and budget decisions.

President’s Budget. As described in OMB Circular A-11, Preparation,
Submission, and Execution of the Budget, the PB consists of several volumes
that set forth the President’s financial proposal and recommended priorities for
allocating resources. The DoD’s portion of the PB submission is the Executive
Branch’s request and estimate of federal government spending for the
upcoming fiscal year, which is supported by justification material providing
additional information and context. The DoD 7000.14-R, FMR, Volume 2A,
Chapter 1 outlines instructions for the preparation of justification material for
presentation to the congressional defense, intelligence, and military
construction committees including, but not limited to, the requirement for
separate justification books for each appropriation, how to handle classified
material within each volume, and designation of required reports and
schedules.

A complete list of all accounts and their lowest levels of details, as well as all

unclassified budget justification materials for each year can be found on the
OSD Comptroller’s public website under the Budget Materials tab at
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https://comptroller.defense.gov/Budget-Materials/. There are thousands of
pages of justification books, links to Service budget materials, and
supplementary information found on this website.

The PB is what Congress reviews, adjusts based on internal priorities published
in committee markups, and then passes authorization and appropriation bills
based on their conference position of those recommendations. Failure to pass
appropriate appropriation measures typically results in a CR to keep the
government running.

B. Timelines

The Section 1004 language also directed the Commission to conduct an
analysis of the timelines involved in developing an annual budget request and
the FYDP, including the ability to make changes to such request or such
program within those timelines. While each year follows the same general
process and timeline, no two years are identical as the needs of the
Department change each cycle. This is further complicated by the fact that
multiple cycles often overlap, and therefore are being executed concurrently.
For example, while the DoD is building POM26, it may also be planning for
FY 2027+, finalizing the BES for FY 2025, defending FY 2024 on the Hill, and
executing FY 2023 and prior year funding.

Any delay to a particular activity has impacts on assumptions and budgetary
plans used in subsequent activities. For instance, a late DPG may delay
program decisions or defer force structure decisions. Late appropriations or
changes in administration also play a role in compounding the complexity of
the PPBE process, often resulting in decisions being made on unknown top-
lines for the POM and budget year. Figure 13 below is from the CRS shows a
notional timeline that attempts to depict the intricacy of the annual PPBE
system processes and timelines by mapping The Joint Staff in comparison to
OSD and select Services and Agencies. ™

[84] Image from Brendan W. McGarry R47178 DOD Planning, Programming, Budgeting, and Execution (PPBE): Overview and Selected
Issues for Congress, CRS July 11, 2022, https://crsreports.congress.gov/product/pdf/R/R47178. Sources and Notes from CRS report:
“Sources: Figure created by CRS based on Sean C. Sullivan, Planning, Programming, Budgeting and Execution Workbook, Naval War
College Faculty Paper, updated 2015; and DOD, CJCSI 8501.01B, Chairman of the Joint Chiefs of Staff, Combatant Commanders, Chief,
National Guard Bureau, and Joint Staff Participation in the Planning, Programming, Budgeting, and Execution Process, December 15,
2021, p. B-5, at https://www.jcs.mil/Portals/36/ Documents/Library/Instructions/CJCSI%208501.01B.pdf. Note: Timeline is notional.”
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Figure 13: DoD PPBE Process and Timelines Source: CRS, 2022
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— Selected elements of the PPBE process

The Commission regularly heard concerns about the time required for a
program to transit the PPBE process. It often takes two years, and sometimes
four years or more, for an issue to go through all PPBE phases first at the
Service, then at OSD, through Congress, and then finally the contracting
process and execution. During this long period, technology and military
requirements may change in ways that demand shifts in programs. Commission
interviews suggested that selected key issues can be handled more quickly,
and the PPBE process does provide the ability to make changes along the way.
The DoD interviewees generally agreed that changes can be made even late in
the DoD budget formulation process, but only for those issues where senior
leaders believe changes are important enough and all parties agree on the
nature of the change. As previously discussed in this Interim Report, the
reprogramming process provides a forum for making changes during budget
execution but can take many months, is limited in the amount of funds that can
be shifted, and ATRs must be approved by all of the congressional defense
committees before the change can be implemented.

It is also important to note how much earlier the Services start their POM and
budget build compared to when strategic guidance is released and when OSD
does its review of the Component POM or BES. The DoD interviewees also
noted another timeline problem already discussed briefly above; the PPBE
process does not provide enough time during the budgeting phase to ensure
high-quality budgets and clear justification narratives; there is often only two to
four weeks to complete the budgeting phase whereas six to eight weeks would
be optimal.
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Some interviewees argued that the PPBE process, especially within
programming and execution phases, hinders defense programs, particularly
modernization programs, because they take too long, especially for high-tech
development and acquisition programs where technology may shift quickly. In
the current environment it is especially challenging to try to predict how
technology may change or what may be available in the next three to six
months, let alone two to four years in advance. Other interviewees believed
the problem was not within the programming and execution phases but rather
in the planning phase, that sometimes fails to produce a program that can fit
within likely FG, forcing constant and confusing changes during the
programming, budgeting, and execution phases. The Commission is
considering these insights as it fashions recommendations for improving PPBE.

C. A review of the sufficiency of the civilian personnel workforce in the
OUSD(C) and the Office of CAPE to conduct budgetary and program
evaluation analysis.

Also required by the statute creating the Commission, the Commission has
conducted “a review of the sufficiency of the civilian personnel workforce in the
Office of the Secretary of Defense and the Office of Cost Assessment and
Program Evaluation to conduct budgetary and program analysis” (Section VIII).

The workforce assessments looked at the organizational structure, the number
of people onboard compared to authorized billets, staff skillsets, and financial
resources. For CAPE, the assessment focused on the whole organization. For
the OUSD(C), the focus was on the P/B portion of the organization given the
nature of the direction to focus on budgetary analysis.

The Office of CAPE Workforce

The Office of CAPE provides independent analytic decision support directly to
the Secretary and Deputy Secretary of Defense on all aspects of the defense
program, including the size, shape, and capabilities of the future joint force, as
well as the corresponding allocation of resources. The organization’s origins
trace back to the Office of Programming within the OUSD(C), established in
1961 by then Secretary of Defense Robert McNamara. The office, comprised of
a professional civilian analytic staff, was charged with providing the Secretary
with analytic decision support on all aspects of the defense program. In 1965
the organization was renamed the Office of Systems Analysis and was made a
standalone direct report to the Secretary of Defense. In the mid-1970s the
office evolved into the Office of Program Analysis and Evaluation (PA&E)
within the Office of the Secretary of Defense. In 2001, Secretary Rumsfeld
briefly moved PA&E back under OUSD(C) but reversed that decision due to the
extreme cultural differences between the organizations.
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The Weapon Systems Acquisition Reform Act of 2009 (WSARA) subsequently
created CAPE, transferred the PA&E staff into that organization, and expanded
its mission to help support WSARA'’s overarching goal of improving defense
acquisition and strengthening the rigor and validity of independent cost
estimates (ICE) to support major defense acquisition program (MDAP)
milestone decisions. Organizational responsibilities are laid out in numerous
sections of Title 10 U.S.C and enumerated in DoD Directive 5105.84, Director of
Cost Assessment and Program Evaluation.

Workforce. The entire CAPE workforce is described in this section, as CAPE’s
sub-organizations support each other. The statutory direction for this review;
however, is focused on the sufficiency of CAPE’s civilian personnel workforce
for program analysis. The portion of CAPE’s analytic workforce that directly
supports program review are its Program Evaluation and Capability Enablers
organizations, which collectively include 66 authorized civilian personnel. For
the whole of CAPE, as of December 2022, the staff of 314 consisted of 135
civilians against the 164 authorized billets, 21 military personnel, 11 detailees,
and 147 contractors (executive administrative support, information technology
support, data, modeling, and on-site FFRDC personnel). Civilian personnel
levels have varied from a period of growth to 150 personnel in FY 2011 with the
additional missions and workload from the WSARA followed by a period of
decline to a low of 120 personnel in FY 2020 due to headquarters reductions
imposed by the exigencies of sequestration-driven budgets in FY 2012-2021.

It is a very experienced staff. Of the 135 civilians on board, grades range from
General Schedule (GS)-8/9 to SES with mostly GS-15s; 87 percent are
operations research analysts, and the remainder are support staff. Nearly half
of the staff have been with the organization less than five years while 38
percent have been at CAPE longer than a decade; 54 percent of the staff have
a master’s degree and 40 percent hold a doctorate. There has been about nine
percent attrition every year and there have been some recruiting challenges. In
recognition of these trends, CAPE has been strengthening its recruiting
pipelines, which include greater use of American Association for the
Advancement of Science Fellowships; the Presidential Management Fellows
Program; the John S. McCain Strategic Defense Fellows Program; Inter-
government Personnel Act placements and details; and outreach to recent
university graduates with advanced degrees.

Core functions. The Office of CAPE has three core functions:
e Supporting the Secretary and Deputy Secretary of Defense in reviewing and

recommending adjustments to the FYDP by leading the programming
phase of PPBE;
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e Producing strategic and operational analyses to inform development of
strategic guidance such as the NDS and DPG, as well as subsequent
resourcing decisions, and providing leadership in developing DoD’s analytic
priorities, standards, data, tools, and workforce; and

e Supporting acquisition on matters relating to cost analysis, including issuing
guidance for Analyses of Alternatives (AoA) for MDAPs, producing
Independent Cost Estimates (ICE) to support MDAP milestone decisions,
and leading on improving analytical skills, competencies, tools, and data in
support of cost assessment activities across the Department.

The Office of CAPE is organized into four deputates and has a front office and
divisions for managing enterprise support and program resources and
information systems.

Figure 14: Office of CAPE Organizational Chart
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Program Evaluation (PE) and Capability Enablers (CE). The PE and CE staffs
support CAPE’s role in leading the programming phase of PPBE, perform
analysis supporting the planning phase, and support the acquisition system by
providing guidance and sufficiency assessments of AoAs; PE and CE are
organized into divisions that are each responsible for a major DoD capability
area.

The workload is cyclical. In years with normal budget schedules the Military
Departments, USSOCOM, and the Missile Defense Agency submit their POM to
OSD in the summer, after which CAPE leads the Program Review through the
summer and fall. Analysts collaborate with stakeholders across the
Department to identify issues, survey all relevant facts and viewpoints, and
provide analysis and options to enable the Secretary and Deputy Secretary of
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Defense to adjust the FYDP to align with the defense strategy and address
gaps and redundancies in POM submissions. As Program Review concludes, the
workforce turns their focus to analyses in support of the planning phase of
PPBE for the following fiscal year; decision support to the Secretary and
Deputy Secretary of Defense as required; and providing analysis and advice for
other resource and capability planning in the Department such as issues under
consideration in the Joint Requirements Oversight Council.”

There are 31 authorized civilian personnel billets in PE and 35 in CE.

Analysis and Innovation (A&Il). The A&l staff produces strategic and
operational analysis and analytic leadership and support for the planning phase
of PPBE. This is designed to help the programming phase link budgets to
strategy. The A&l staff supports CAPE’s role as co-chair of the AWG along with
the USD(P), the Joint Staff, and the CDAO. The Deputy Secretary of Defense
established the AWG in 2021 to reform and develop DoD’s analytic expertise,
set standards for joint analysis, and improve the analytic foundations for
decisions. The A&l staff also develops and manages data repositories, analytical
methods and tools for strategic analysis, and conducts strategic and
operational analysis to support development of strategic guidance and
subsequent resourcing decisions. This includes analyses called Strategic
Portfolio Reviews (SPR), conducted in collaboration with the PE and CE
deputates, that are directed annually by the Deputy Secretary on cross-cutting,
complex, strategic, and joint issues, at a rate of roughly four SPRs per year;
SPRs are completed in time to inform the annual Program Review.

There are 32 authorized civilian personnel billets in A&I.

Cost Assessment (CA). The CA staff supports the Director of CAPE’s role as
principal official for ICE and cost analysis and primarily supports the acquisition
system. The analysis, tools, and expertise related to those analyses feed
directly back into the Service POM requirements and budgets for those
systems, and the Department typically funds programs to the CAPE ICE. The
staff conduct ICEs, review cost estimates and analyses related to MDAPs,
review cost analyses of major programs to be procured using multi-year
contract authority, prescribe policies and procedures for cost estimation and
analysis in DoD, establish policies and procedures for reporting and collecting
cost data, manage cost data repositories and tools for DoD, lead DoD cost
analysis education and training, and review Service POMs for full funding of
major acquisition programs.

There are 38 authorized civilian personnel billets in CA.

[85] PE and CE also perform their duties for AoAs for MDAPs, based on when the Services initiate these programs.
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Leadership and support. These organizations provide overall leadership and
support to the entirety of CAPE starting with the Director and Front Office
Staff. The PRISM division manages the scheduling, coordination, integration,
and data requirements of PPBE, along with the production and dissemination
of PDMs and the FYDP to record the program level of detail in the President’s
Budget. The Enterprise Services Division oversees all CAPE’s human capital,
administrative, contracting, and fiscal services.

There are 9 authorized civilian personnel billets in the Front Office, 9 in PRISM,
and 10 in ESD.

Challenges at the Office of CAPE. When WSARA established CAPE in 2009,
the organization was given a larger mission than its predecessor organization.
Research provided to the Commission suggests that some critics believe CAPE
needs to further expand its mission to provide more analysis of broad issues
such as force structure and posture. The demand for CAPE’s decision support
has also risen with new threats, priorities, and fiscal pressures. For example, in
the annual Program Review, an average CAPE analyst presented alternatives
impacting over $1.5 billion, over five times as much as in 2011 (in constant
dollars). Likewise, the number of direct Congressional study taskings to CAPE
has increased almost fivefold since WSARA.

Staff levels have not always matched increases in mission. In the decade
following the creation of CAPE in 2009, federal staff size declined, until it hit a
low of 120 civilian personnel in FY 2020. This decline was part of a broader
atrophy of capabilities for strategic analysis in DoD, that caused criticisms of
DoD’s lack of joint analytic capabilities for linking strategy to resources.®® The
Office of CAPE has since grown to 135 on board civilians and plans to continue
to pursue its growth to 164 civilian personnel in FY 2023. While recent budgets
have increased civilian authorizations, the process of recruiting the highly
qualified individuals that CAPE requires will take time, as will the subsequent
on-the-job development of these individuals.

The Commission found that the CAPE staff provides strong support to OSD
leadership and to DoD as a whole, despite staffing issues. Today, the Office of
CAPE plans sufficient growth to correct the challenges identified above for its
current mission, but growth is hampered by recruiting challenges. The
Commission believes CAPE has personnel with the right skillsets and the
correct organization to support CAPE’s mission for the Department. Actions to
enhance recruiting and outreach, speed up the hiring process, and provide
stability in civilian authorization levels would help build and sustain an effective
CAPE workforce to meet the Department’s needs.

[86] For example, see National Defense Strategy Commission, “Providing for the Common Defense: The Assessments and
Recommendations of the National Defense Strategy Commission,” 13 November 2018,

https://www.usip.org/publications/2018/11/providing-common-defense; and Government Accountability Office, “Revised Analytic
Approach Needed to Support Force Structure Decision Making,” March 2019, https://www.gao.gov/assets/gao-19-385.pdf.

COMMISSION ON PPBE REFORM 100



REQUIRED ASSESSMENTS

Recommendations to improve the CAPE organization are included in the
Commission’s broader recommendations on workforce reforms. If the
Commission’s Final Report recommends changes to PPBE that increase
workload requirements for CAPE, then it may introduce corresponding
workforce recommendations as well.

The OUSD(C) P/B Workforce

Title IV of the amended National Security Act of 1947 provided for three
Assistant Secretaries, one of whom was designated as Comptroller of the
Department; Section 401 specified that the Comptroller would be responsible
for advising the Secretary on budgetary and fiscal matters, developing and
executing the Defense budget, and overseeing financial management across
the Department. The DoD Reorganization Act of 1986, most often identified as
the "Goldwater-Nichols Act,” changed the title of the position to DoD
Comptroller; and the NDAA of 1985 upgraded the position to that of Under
Secretary?

The P/B organization is the component of OUSD(C) responsible for managing
the review, formulation, presentation, and execution of the DoD budget while
also working to achieve economy and efficiency in the operations of the
Department through sound business judgment and effective fiscal planning and
control.

There are four directorates, organized largely along appropriation lines, and an
integration team:

e Operations Directorate - O&M and related appropriations for the Military
Departments and Defense-Wide Components and contingency and
international operations.

¢ |nvestment Directorate - Procurement and RDT&E appropriations.

e MILPERS and MILCON Directorate - MILPERS, Healthcare, and MILCON
appropriations, and FSRM.

e P&FC Directorate - budget formulation and execution databases,
apportionments, reprogramming actions, FMR management, and other
cross-cutting support functions.

e Integration Team - Provides continuity and support on the review and
management of Departmental budgetary matters, such as posture
testimony and external products like the annual Secretary of Defense’s
Budget Overview Book.

[87] “A Brief History of the Comptroller’s Office”,
https://comptroller.defense.gov/Portals/45/Documents/OUSDC_History/OUSDC_History.pdf.
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Figure 15: OUSD(C) P/B Organizational Chart
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Workforce. The current size of the organization is 81 on board civilian
personnel against the 92 authorized billets. There are no permanent military
billets, although there is an agreement with the U.S Air Force to host a military
fellow. There are five contractors that provide administrative support, and
information technology support is provided by Joint Service Provider. Civilian
personnel levels have fluctuated a bit over the last 20 years, but the 20-year
average is around 80 on board personnel, ranging from a high of 91 in 2002 to
lows of 72 in 2018 and 2019. Most of the recent reductions were driven largely
by the management headquarters reductions required of the Department that
affected the entire OSD staff in FY 2012-2018.

Overall, it is an experienced staff where the journeyman budget analyst grade
levels are GS 13-15; 87 percent of the staff are budget analysts, another 7
percent are program analysts, and the remaining personnel are budget
technicians and a financial analyst. The predominant government experience
level is 21-30 years of service with 58 percent of the P/B staff having master’s
degrees or higher. Recent departures have resulted in a staff with less OSD
experience than has been the norm; the current average staff tenure in OSD is
five years. Turnover in 2021 was relatively high at 16 percent, although that
number is not inconsistent with past experience and reflects retirements from a
staff whose average federal service is 20 years or more. Recruiting is identified
as a growing challenge but was generally described as manageable. However,
the pool of highly qualified candidates appears to have decreased.

As with other members of the DoD financial management workforce, USD(C)
analysts must have and retain the required financial management certification
level. Given the persistently heavy workload, it has been an increasingly
difficult challenge to achieve the 80 hours of continuing professional education
every two years that is needed to maintain certification, much less seek outside
training opportunities. There is currently no formal training program centered
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on working for the P/B organization and is largely an “on-the-job” mentor-
protégé style training process for new analysts.

An increasing issue in the recruiting and retention of a high-quality staff is
balancing quality of life with the obligations of work, particularly as the COVID-
19 pandemic placed significant emphasis on teleworking. Improved technology
has offered the ability to do some classified work at home as well, which helps
to ease some of the balance between work and home life; however, many other
parts of the DoD and federal government can offer full-time telework positions,
which is making it increasingly difficult to compete for the same talent. The
USD(C) recently published a “DoD Financial Management Strategy 2022-2026”
that established two significant imperatives for the workforce, among others.
The first is to develop and sustain a skilled and inspired workforce, and the
second is to empower a data-driven, fiscally informed decision-making process
within that workforce.

Core function - Budget Review. One primary organizational task is the
finalization of the DoD budget in support of the annual PB submission to
Congress. The principal process used to achieve this function is the budget
review of all BESs from the Military Departments and other DoD Components
done in conjunction with the Program Review lead by CAPE. The Budget
Review is also conducted as a joint review with the OMB.

In years with normal budget schedules, the annual Budget Review is conducted
from September to December. It begins with the BES and concludes when the
PB and all supporting information has been provided to Congress. The focus is
on the budget year that begins on 1 October of the following year as well as the
FYDP. In accordance with 31 U.S. Code, section 1105, the President must submit
a budget for the following fiscal year to Congress no later than the first Monday
in February, so all tasks track to that deadline in years with normal budget
schedules. The staff also develops preparatory materials for the Secretary of
Defense and other OSD senior leaders for the formal DoD budget rollout as
well as any congressional posture hearings.

The Budget Review itself consists of the following:

e Making sure the budget conforms with current policies and strategies issued
by the White House and DoD to ensure that Administration and
Departmental priorities are followed; these policies and strategies are
enunciated in documents such as the NSS, NDS, DPG, and other applicable
policies;

e Compliance with budget policies as outlined in law, the FMR, OMB Circular
A-11, and other budgetary guidance, for example ensuring the appropriate
use of appropriations, known colloquially as color of money issues;
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e Correct use of full funding versus incremental funding in the Procurement
and RDT&E appropriations;

e Proper pricing of programs;

e Adjudication of requests for additional funding typically in the form of issue
papers;

e Accommodation of the most recent Congressional actions or directions,
which can be challenging if Congress has not completed the NDAA or
Appropriations bills until near the end of the budget review or even later;

e Assessment of executability of how the identified schedules, dependent
events, contracts, production capacity, and other related variables support
the ability to spend the money within the required fiscal year period.

Adjustments to the budget profile are made in accordance with that
assessment; and

e Review or preparation of all general provisions and legislative proposals to
accompany the PB; these typically number in the hundreds, every year.

Following PB finalization, the P/B staff takes the lead in preparing the
Department’s leadership for the annual posture hearings and meetings with
congressional members and professional staffs. These hearings normally take
place in the February/March time frame, although they can also extend into
June. This requires an intensive process of preparing testimony, fact sheets,
overview books, the J-books and other supporting materials, all of which falls
on the P/B management and staff.

Core function - Budget Execution. Management of the budget execution
process constitutes the other primary task of the P/B staff. A persistent
complexity in recent years has been the need to manage through CRs until the
defense appropriations are signed into law. While under CRs, the staff works
with OMB and the Components to ensure the defense program continues its
essential missions while ensuring adherence to CR rules on new starts,
production rate increases, and other related funding limitations. Once the
appropriations are enacted, the P/B staff reconciles the PB request with the
Congressional reductions and adds within the bills to develop the DD1414 Base
for Reprogramming Actions and works with OMB and the Components to
apportion and then distribute the funding as outlined in the appropriations
acts, to include withholding any funds if directed by congressional language.

The P/B staff also prepares monthly reprogramming actions to address time
sensitive requirements. A mid-year review is usually conducted in the April-
June timeframe, largely to inform the preparation of the annual Omnibus
reprogramming action, due at the end of June. This requires a significant effort
on the part of P/B. The staff uses information produced by the Defense
Finance and Accounting Service’s (DFAS) Defense Departmental Reporting
System (DDRS) to ascertain the funding status of the full range of defense
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programs. Increasingly, the staff uses the data analytics tool Advana to assess
budget execution based on the detailed data from DDRS. In most, if not all,
fiscal years, events such as international crises, natural disasters, or a pandemic
response occur that demand additional funding. The P/B staff then must
assess the funding requirement, assess whether a reprogramming action could
satisfy the emergent need, work with the affected organizations, coordinate
with OMB, and, if allowed by OMB, prepare one or more Supplemental budget
requests. For example, support to Ukraine this year has resulted in a number of
funding requests.

As each fiscal year reaches its end in September, the P/B staff works with the
Components to address any last-minute funding requirements and close out
the expiring funds, ensuring appropriations are executed within their legal
limits. Other recurring tasks and responsibilities affecting the staff’s workload
include a requirement to represent the OUSD(C) at a multitude of working
groups. The staff must also review and gain OUSD(C) coordination on all
issues being formally debated by OSD and on all reports and responses to
Congress. Lastly, the staff updates the FMR on an “as needed” basis.

Challenges at the OUSD(C). Today’s P/B staff is under stress. Workload has
increased while the time available to accomplish the core budget review and
execution functions has decreased. Many activities and responsibilities take
place at essentially the same time. For example, the Department is trying to
finalize the PB submission as the appropriations acts are passed that must then
be incorporated into the PB documents, which generates considerable staff
work to make those changes. The mid-year review happens at the same time
as budget hearings and rollout if the budget is submitted late, and the year-end
review takes place simultaneously with BES and Program Review. What used
to be a cyclic workload has changed in recent decades as the intensive level of
workload continues throughout the entire year now, leaving little staff time for
additional research, travel, training, or taking leave. Senior P/B staff personnel
also stated that the workload has led to substantial overtime requirements,
especially for SES personnel.

Overlap of the PBR processes is also a challenge as late program decisions limit
budget analyst time to conduct a thorough budget review, which often occurs
over just two to four weeks even though P/B staff feel that four to six weeks is
needed. The lack of time for budget review has resulted in a reduction in
technical quality of budgets submitted to Congress, though collaboration and a
close relationship with their CAPE counterparts help mitigate the limits on
budget review time.

The result of OMB review, known as Passback, is usually provided to the DoD in
late November or early December and can contain unanticipated budget
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recommendations for specific programs, as well as changes in the DoD topline
for the budget year and FYDP. Any significant change in the topline drives late
program churn to accommodate the new topline, adding to workload. There
has also been an impact when appropriations bills are not yet signed and the
PB is held to incorporate those numbers.

It is important to note that the recommendations of this Commission, if acted
upon, will require additional efforts on the part of the DoD financial
management community, and many of those added efforts will become
permanent P/B responsibilities. For example, P/B would have the lead role in
conducting the mid-year update for Congress and restructuring of the budget
justification books, recommendations in earlier sections of this Interim Report.
These added responsibilities should help improve PPBE processes but will add
to P/B workload.

There are signs, including a higher-than-normal vacancy rate, that it is
becoming more difficult to recruit and retain a high-quality staff. This is no
doubt in part because of the amount of workload that frequently requires
significant over-time hours, including weekend work, as well as work during
holidays. These hours are often not compensated since many personnel are
already at the federal pay cap. As previously stated, the inability to offer full-
time telework is also making it difficult to compete for talent when other
organizations can offer that option. Filling existing vacancies for their
authorized billets will alleviate some of that stress, and the OUSD(C) leadership
has said that it is emphasizing the development and execution of a strategic
human resources plan for the future that seeks to fill open billets. The “DoD
Financial Management Strategy 2022-2026” will aid in those efforts. There may
be ways to reduce non-budget workload by changing review processes and
delegating decision authority to lower levels. There are also new processes
and tools such as Advana that could help reduce some workload and allow
staff to focus and dedicate more time to analysis.

The Commission found that the P/B staff continues to provide strong support
to the OSD leadership and to DoD as a whole, despite the workload stress. The
OUSD(C) leadership believes that despite the stress of added workload, it has a
capable staff with the right skillsets to provide this important support but must
adjust that staff to reduce the level of workload stress in the organization. To
do so, the OUSD(C) needs to continue to focus on filling vacancies and adding
to its on-board staff. The Commission fully supports ongoing P/B efforts to
establish special career-ladder positions designed to better retain graduates of
internship programs such as the Presidential Management Fellows and the
McCain Fellows. Recommendations to improve the OUSD(C) organization are
included in the Commission’s broader recommendations on workforce reforms.

COMMISSION ON PPBE REFORM 106



REQUIRED ASSESSMENTS

D. Review of New and Agile Programming and Budgeting Techniques
The Commission was also asked to look at ways the DoD is developing more
agile and flexible ways to organize its programming and budgeting efforts to
counter strategic competitors more effectively.

Overview. Over the last decade, and most noticeably in recent vyears,
commercial technologies have outpaced the Pentagon’s innovation ecosystem,
with commercial industry developing capabilities faster than the Department
can adequately plan, program, or budget for them. During this same timeframe,
some U.S. strategic competitors have invested heavily and moved quickly
because senior leaders tend to unilaterally dictate actions, leading to a mix of
positive and negative outcomes in capability delivery. To keep pace, the DoD
will have to evolve its existing PPBE processes so that it can respond to
challenges in a more effective and timely manner without altering the form of
our government. The Department must overhaul its processes as a whole or
find ways to inject agility and speed into the current programming and
budgeting phases to address urgent requirements, ingest breakthrough and
emergent technologies, and deliver trusted capabilities to the warfighter.

Making these changes is complicated because the PPBE process starts two or
more years prior to the year of execution. In many cases commercial
technologies being released in 2023 can’t be bought, developed, or integrated
into the Department’s current site picture until 2025 at the earliest. Commission
research found examples where PMs were able to take the initiative and find
ways to quickly acquire priority capabilities that were necessary to preserve life
and prevail in the battle space. But the Commission also heard other managers
say that these examples are the exception and not the rule. While the DoD has
significant control of its budget prior to the President’s delivery of the budget
to Congress in February of a normal budget year, the window to address all but
the most critical emergent changes will close well before then.

The DoD does have several options in the year of execution such as BTR and
ATR actions. These remain important sources of agility and flexibility within the
current PPBE process even though the reprogramming process is often
criticized as being too slow. While those options are further addressed in
Section V of the Interim Report, this section is specifically focused on other
ways the Department has adapted the current PPBE process to provide for
more agile programming and budgeting.

There are clear intersections between the acquisition, requirements, and PPBE
processes; however, acquisition and requirements reform lie outside of the
scope of the Commission’s work on PPBE reform. The Commission
acknowledges and applauds the efforts made by Congress to expand flexible
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acquisition authorities through the Rapid Acquisition Authority, Adaptive
Acquisition Framework, Software Acquisition Pathway, and Middle Tier of
Acquisition pathway. The Commission also acknowledges and supports on-
going efforts by the DoD to revamp the internal Joint Capabilities Integration
and Development System (JCIDS) requirements process, although the
Commission does not have visibility into or an opinion on those efforts.

Programming Reform Efforts

DoD has undertaken recent efforts intended to strengthen the analysis that
supports programming and focus Program Review on strategic priorities.
Programming underpinned by agile, strategically focused analysis and decision
support systems has the potential to speed re-direction of DoD plans and
resources toward new or better capabilities against evolving threats.

The AWG. To strengthen the link between strategy and resourcing during the
PBR, and to improve analytic decision support to Department senior leadership
more broadly, the Department has recently taken steps to reinvigorate its
strategic analytic capability.

Some critics argue that the Department’s previous approach to strategic
analysis, known as Support for Strategic Analysis, needed to do a better job of
fully supporting senior leader decision-making because the products were
overly detailed and cumbersome to use; the analysis didn’t deviate significantly
from programmed force structure; and the lack of joint force analysis.88 In
response to this, the Deputy Secretary of Defense established the AWG in 2021,
and promulgated a set of principles—transparency, robustness, and well-
designed/ tailored approach—and standards to govern joint campaign analysis.
While relatively new, the AWG principals—CAPE, the USD(P), the Joint Staff,
and the CDAO—are taking steps to institutionalize its principles and standards,
including:

e Resourcing additional billets in the FY 2024 PB request for OSD CAPE and
the Joint Staff to support the AWG rather than it being a collateral duty for
existing personnel;

e |eading peer review among all DoD Components with analytic missions on
shared analytic plans to enhance transparency, collaboration, and
prioritization of efforts in calendar year 2023;

e Establishing analytical toolkits for improved modeling of cyber and space
capabilities and collaboration with the Intelligence Community to improve
modeling of adversary capabilities;

e Improving quality of and access to data, such as through release of the
control inputs that include authoritative data, scenarios, and assumptions
that enable DoD to compare analysis more easily across organizations;

[88] See, for example GAO, “Defense Strategy: Revised Analytic Approach Needed to Support Force Structure Decision-Making,” GAO,
GAO-19-385, March 2019, https://www.gao.gov/assets/gao-19-385.pdf and National Defense Strategy Commission, “Providing for the
Common Defense: The Assessments and Recommendations of the National Defense Strategy Commission,” 13 November 2018,
https://www.usip.org/publications/2018/11/providing-common-defense
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e Establishing a seminar series for AWG action officers to further train,
collaborate, and provide transparency; and

e Drafting a forthcoming DoD Instruction to codify AWG roles,
responsibilities, and practices.

Concurrent with these institutional reforms, initial analytic work by the AWG
has included support for the 2022 NDS by characterizing strategic tradeoffs for
the review. The AWG has also reconstituted and improved the Department’s
campaign analysis capability to be more agile and leveraged this capability to
provide analytic support to the previous two cycles of SPRs.

Strategic Portfolio Reviews. Since 2013, CAPE has conducted SPRs annually
that are cross-cutting analytic efforts on complex, strategic, and joint issues,
directed by the Deputy Secretary of Defense. The SPR process uses a variety
of analytical approaches and explores a range of potential futures. The Office
of CAPE leads SPRs, taking in broad input across DoD, and has developed
specialized models and tools to enable examination of hundreds or thousands
of cases, as part of the review process. The SPRs are built into the planning
phase of PPBE, are intended to ensure that robust analysis and programming
options are reviewed to inform each programming cycle, and may affect
multiple programming cycles over several years.

The SPRs are a valuable tool for providing robust analysis, driving
programming decisions affecting multiple Services and capabilities that result
in important operational or strategic effects; however, to be most effective,
SPRs need to proceed in a timely manner to shape POM development.

Program Review. The annual Program Review includes bottom-up issues
identified by DoD stakeholders and can include top-down issues reflecting
leadership at the time. In recent years prior to the PBR for FY 2023 (PBR23),
DoD stakeholders would identify bottom-up issues by reviewing the POM and
then submit requests, known as issues, to adjust resourcing levels. The DoD
leadership could also insert top-down issues into Program Review as well. The
issues would then be combined into topic areas, reviewed by CAPE-led issue
teams of stakeholders from across DoD, and presented for senior leader
consideration and adjudication based on alignment with strategy (e.g., NDS).

This desired outcome could be hampered because:

e Topic areas were not always aligned to strategic priorities or key
operational problems, which rendered strategic framing and analytically
driven trade-offs across issues challenging.

e Opportunities for strategic level discussion by leadership were limited due
to the large number of issues submitted for consideration, many of which
were not of strategic importance, but were still elevated for approval,
modification, or denial by senior leaders.
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To deal with these issues, beginning with PBR23, CAPE began implementing
reforms aimed at elevating senior leader discussion to the strategic level and
focusing on the most consequential resourcing requests. The PBR23 and
PBR24 processes looked to shift focus away from deliberation of many loosely
connected programmatic issues, to a smaller, tighter number of strategically
aligned courses of action, with analysis providing the linkage. These reforms
consisted of process changes, supported by changes in the products used to
support the process and the reinvigoration of strategic analysis as described in
the section on the AWG. Reforms began in PBR23. By PBR24, DoD had
implemented two sub-processes:

1. A top-down process, driven by the NDS and the DPG that defined the topics
to be discussed by the Deputy’s Management Action Group (DMAG)—the 4-
star body chaired by the Deputy Secretary of Defense—in alignment with
strategic guidance. These topics, known as Focus Areas, were based on NDS
priorities. For each Focus Area, DoD identified issues requiring resource
decisions based on scoping papers for each Focus Area; prior strategic and
operational analysis, such as findings from SPRs or other significant analyses;
and stakeholder inputs, such as strategic priorities memos from the heads of
DoD’s Components, strategic issue papers, and other unfunded proposals
aligned to the Focus Areas. The emphasis on strategy-driven resourcing via
analysis was supported by modified briefing products for the Resource
Management Group (RMG)—the subordinate 3-star body to the DMAG - and
the DMAG. Specifically, the content of these briefings was structured as
follows to show the link between strategy and resourcing:
= Strategic scene-setting via references to established guidance (e.g.,
NDS).
= Discussion of strategic and operational issues that need to be
addressed in the specific Focus Area.
= Summary of analytic results relevant to these strategic and
operational issues.
= Resourcing options that address these issues, each comprising a
bundle of strategically-aligned investments.

2. A bottom-up process, driven by disparate resourcing issues submitted by
DoD Components. This process was largely issue-driven rather than
strategically guided. Issues were handled in one of three forums, depending on
which organization submitted the issue for consideration: Military Department
compliance (i.e.: adherence to previous decisions) issues, COCOM issues, and
4th Estate issues. Some issues were eventually reviewed by the RMG but not
necessarily reviewed by the DMAG so the DMAG could focus its limited time on
the strategic Focus Areas.
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In addition to bifurcating the PBR process, PBR24 differed from typical cycles
from recent years in that inputs from DoD stakeholders were solicited at
multiple points during the process, instead of the limited issue submission at a
single point in time in the past. In addition to issue submissions, stakeholder
inputs were solicited at the outset of the review to help shape the Focus Areas
and the subtopics to be discussed within them, as well as later in the process to
gain a better understanding of stakeholder priorities. The intent of these
additional touchpoints with stakeholders was to ensure that RMG and DMAG
deliberations addressed stakeholder priorities, as well as allow for limited fact-
of-life changes in priorities during the months-long review.

Budgeting Reform Efforts

The BA-08 Pilot Program. The BA-08 Single Appropriation for Software and
Digital Technology Pilot (hereafter referred to as the BA-08 Pilot Program) was
established by Congress in coordination with the DoD to create a new BA in FY
2021 inside the RDT&E appropriations for the development, deployment, and
sustainment of software capabilities at the speed of operational relevance. It is
a single appropriation which provides for seamless budget execution for
activities typically divided between multiple appropriations of RDT&E, O&M,
and Procurement. This pilot program also simplifies the various laws,
regulations, and policies that govern the development, acquisition, and
sustainment of technology, which were designed to support a series of
sequential steps for Industrial-Age capabilities. The rise of software as a larger
share of total defense spending, and more specifically modern software
development practices such as agile and DEVSECOPs, is often at odds with the
linear budgeting process of the past.

Without BA-08, programs in the pilot would be required to shift their funding
between RDT&E, Procurement, and O&M appropriations, depending on the
stage of development and interpretation of guiding regulations. Such seams
can create delay in capability delivery and inability to prioritize based on
mission need, because the program has the wrong color of money for the type
of activity being conducted. Now, all elements of the program are executed
under one RDT&E appropriation, streamlining the funding process and allowing
maximum flexibility within the program for execution of funds across
development, acquisition, and sustainment.

The pilot is managed by the USD(A&S) and currently has seven program
participants. Recent attempts by the DoD to expand participation in the pilot
program have not been supported by Congress due to concerns that the DoD
has not really discussed or adequately detailed the quantitative or qualitative
benefits of the program. The Commission urges the USD(A&S) to engage with
Congress on this subject and to highlight its benefits and limitations to the
DoD.
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Interviews with program offices with systems in the BA-0O8 Pilot Program argue
that the single appropriation has allowed them to focus more on mission and
schedule, delivering the required capabilities to the user and less on arbitrary
moves between RDT&E and O&M funding based on interpretations of the
activities being performed. Interviewees also stated that BA-08 Pilot Program
removes the challenges with navigating the investment versus expense
threshold criteria in the FMR, which dictates the use of RDT&E funding for
development and significant upgrades to capabilities and O&M funding for
sustainment activities. Given the nature of the work, the distinction between
those two activities is blurred when it comes to software. The reality is the
individual software developer does the same task whether it is labeled
development or sustainment. Either term could appropriately and accurately
describe the very same activity, while the FMR treats these efforts as two
separate categories.

There are several obvious and common-sense benefits of the BA-08 Pilot
Program for particular DoD programs, specifically software-intensive programs
leveraging agile development practices such as:

e No uncertainty regarding appropriation type when meeting mission needs
(i.e., either sustainment activities or development activities)

e Performance Work Statements can be designed around agile continuous
delivery, with less differentiation between delivery, enhancement, and
sustainment

e The two-year RDT&E appropriation provides additional stability compared
with the one-year O&M period of availability

Through interviews and assessing the qualitative and quantitative data
provided by the Department, the Commission concludes that the BA-08 Pilot
Program provides needed stability for software-intensive programs,
encourages the DoD to continue to share data-driven metrics with Congress,
and conduct in-person briefings on a recurring basis to highlight these benefits.
However, the BA-08 approach may not be suitable for all programs. For
example, it is not suited for programs that have additional spending across
hardware components and other mission requirements; BA-08 in this case
would create an additional color of money to juggle for software, while
maintaining other multiple colors of money for hardware or administrative
efforts. Due to these challenges, the Commission is not currently
recommending a single appropriation for DoD software. The underlying
difficulties created by the seams between different colors of money must be
addressed for software rather than providing a band aid solution; the
Commission intends to address this issue in its Final Report.
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Innovation Funds. Innovation funds have been a mechanism of interest in DoD
for decades. They were introduced to enable in-year of execution spending on
late breaking, cutting-edge capabilities in critical technology areas to speed
delivery to the warfighter. In recent years, innovation funds have also been
used to bridge the so-called “valley of death” between RDT&E and
Procurement funding. More specifically, the former Rapid Innovation Fund or
the current Accelerating the Procurement and Fielding of Innovative
Technologies (APFIT) were and are used to either continue development of a
given capability or sustain it until a program of record can pick it up and insert
it into their program and budget. In some cases, innovation funds also support
the transition of technology from a basic research or S&T stage (BA 6.1-6.3
RDT&E funding) to a prototype stage (BA 6.4 funding). As with other
programs, capabilities can only be delivered as fast as the requirements and
acquisition processes can support them. While specific recommendations
about acquisition and requirements reform lie outside the Commission’s
mandate, the Commission notes that requirements reform and leveraging
existing agile acquisition pathways could help realize the full agility provided
by innovation funds.

Innovation funds have faced many challenges over the years, including lack of
transition plans and development of a capability to a still “too low” technology
readiness level (TRL) for the program offices. The Commission commends
DoD’s efforts to fix these problems.

The Commission also acknowledges OSD’s efforts to aid transition of
capabilities from current innovation funds with the establishment of the
Director of Multi-Domain Joint-Operations (MDJO) under the USD(R&E), along
with the Acquisition Integration and Interoperability Transition Office in the
USD(A&S). These offices, among others such as the DIU, are working to help
with the transfer of mature capabilities to the warfighter by supporting
transition plan creation before experimentation begins, something which has
not been a best practice in the past. The Commission urges the Services and
other DoD Components to ensure there is a transition plan and sufficient
funding for successful innovation fund projects, so those technologies do not
get delayed due to funding challenges.

In the past, Congress has expressed concern with innovation funds being used
as a way for the DoD to evade Congress’s oversight regarding how the DoD
spends its budget. In this regard it is also critical that DoD assume the
responsibility of communicating the successes and failures of programs to
Congress on a routine basis, so that Congress can allow DoD to assume risks in
its funding of innovative technologies without fear that the only control
Congress has when things go wrong is to put the program’s entire funding on
the chopping block. Ultimately, DoD must earn the trust of Congress through
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proactive communication and in some cases, active engagement of Congress
as a partner in investing in innovation.

The DoD submitted a FY 2024 legislative proposal to reestablish the Rapid
Innovation Fund (RIF), which ceased to receive appropriations amid
congressional concerns in FY 2020. The request was for $25 million for the
purposes of transitioning technologies developed by small businesses from
prototype to production. In addition, the DoD has recently created two funds
based on lessons learned from past innovation funds, which aim to facilitate
more rapid transition of capability to specific programs and have proven
successful over the last two budget cycles.

The Rapid Defense Experimentation Reserve (RDER). Created in FY 2022 to
address joint experimentation in alignment with the Joint Warfighting Concept,
the RDER fund is currently divided among five RDT&E PEs, one in OSD with the
USD(R&E) and the others in each of the military Services. The OSD provides
funding for the overall program management and the Services provide funding
for execution of the program. Some of the funding is embedded within PEs for
other programs which does not allow for easy tracking of the funding. The
funding resides within the Services and encourages Service buy-in and
transition of successful experiments.

The RDER allows the Services to propose specific technologies for the funded
experiments which are conducted at annual operational exercises. The
alignment of RDER to existing operational exercises constitutes a good
practice in testing and proving out higher TRL capabilities while also leveraging
current assets to address real world operational scenarios. Program selection
for RDER funding is made by the DMAG to ensure alignment with DoD
strategy. In the FY 2024 PB, the DoD has requested $687 million to support
these initiatives.

Accelerating the Procurement and Fielding of Innovative Technologies
(APFIT). The APFIT program was created in FY 2022 to support the transition
from development to production of advanced TRL capabilities developed by
small businesses or non-traditional companies. The APFIT goal is to provide a
much-needed bridge in the process of moving technology from development
to procurement, to allow the PPBE cycle to catch up and fully incorporate it. As
a result, DoD officials have stated that APFIT funding is helping to deliver
capabilities one to two years earlier than scheduled. The APFIT is a
procurement innovation fund executed by the Director of MDJO in the
USD(R&E). Programs are selected by the USD(R&E), the Services, and the DoD
Small Business Innovation Research (SBIR) Program Offices with a focus on
innovation, impact, and transition ability.
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In FY 2022, DoD was appropriated $100 million, which allowed 10 awards for
$10 million each to companies which already had procurement contracts in
place. The CR delayed the program and limited the USD(R&E)’s ability to get
companies on contract quickly. All FY 2022 projects have now been funded
and the small business performers are on contract. In some cases, all products
have been purchased and delivered, such as the U.S. Air Force’s V- BAT
Unmanned Aerial Vehicle. For others, deliveries are occurring and will continue
to deliver over the next year or longer. In FY 2023, Congress appropriated
$150 million, which allowed 11 awards to 22 companies ranging between $10
million and $50 million. In FY 2024, DoD requested $100 million to support
these efforts.

The Commission assesses that the RDER and APFIT approaches appear to be
promising although execution of these efforts is still in the early stages. It is
unclear to the Commission how the Department plans to reconcile efforts of
RDT&E innovation funds, to include RDER, RIF, and Defense In